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OFFICE  OF  MANAGEMENT  AND 
BUDGET 

Office  of  Federal  Procurement  Policy 

PROPOSED  CHANGES  IN  POLICY  OF  GOV¬ 
ERNMENT  RELIANCE  ON  PRIVATE 
ENTERPRISE 

As  a  result  of  a  comprehensive  study 
of  OMB  Circular  No.  A-76,  “Policies  for 
Acquiring  Commercial  or  Industrial 
Products  and  Services  for  Government 
Use.”  a  number  of  changes  are  proposed 
to  make  applications  of  the  policy  more 
equitable  and  consistent  throughout  the 
executive  branch. 

The  following  discussion  of  the  general 
background  for  the  review,  the  actions 
proposed  to  revise  the  Circular  and  an 
explanation  of  those  actions,  is  published 
for  review  and  comment  by  all  interested 
parties.  Responses  should  be  received  by 
January  20,  1978,  and  should  be  ad¬ 
dressed  to: 

Administrator  for  Federal  Procurement 
Policy,  Office  of  Management  and  Budget. 
726  Jackson  Place,  NW.,  Washington,  D.C. 
20503. 

Lester  A.  Fettic, 
Administrator. 

Proposed  Chances  in  Policy  of  Govern¬ 
ment  Reliance  on  Private  Enter¬ 
prise 

B.ACKGROUND 

The  national  policy  of  Government  re¬ 
liance  on  the  private  sector  for  goods 
and  services,  currently  expressed  in  OMB 
Circular  A-76,  has  a  long  history  of 
congressional  interest,  executive  support, 
and  increasing  controversy  over  its  im¬ 
plementation.  Issued  in  1966,  this  Cir¬ 
cular  followed  a  series  of  temporary  bul¬ 
letins  dating  back  to  1955  which  ex¬ 
pressed  the  same  basic  policy.  According 
to  the  report  of  the  Commission  on  Gov¬ 
ernment  Procurement  in  1972,  however, 
none  of  these  directives  had  ever  received 
more  than  casual  attention  from  execu- . 
tive  agencies.  The  Commission’s  recom¬ 
mendations  strongly  endorsed  the  policy 
and  called  for  more  effective  and  con¬ 
sistent  implementation. 

Circular  A-76  states  that  Federal 
agencies  will  not  operate  an  activity  to 
provide  a  product  or  service  that  is  ob¬ 
tainable  from  a  private  source  unless 
that  activity  has  been  justified  in  the 
national  interest.  Criteria  for  such  a 
justification  are  specified  as;  Necessity 
for  military  readiness,  lack  of  a  suitable 
commercial  source,  and  commercial  per¬ 
formance  would  be  more  costly.  Excluded 
from  this  policy  are  those  management 
functions  which  must  be  performed  by 
Government  personnel,  and  management 
advisory  services  for  which  separate 
guidelines  are  being  developed. 

When  the  Office  of  Federal  Procure¬ 
ment  Policy  was  established  in  OMB  by 
Pub.  L.  93-400  in  1974,  it  W3is  given 
statutory  responsibility  for  the  policy  of 
Government  reliance  on  the  private  sec¬ 
tor.  One  of  the  first  major  programs 
of  the  new  Office  was  to  improve  agency 
compliance  with  Circular  A-76.  The  rela¬ 
tively  low  key  controversy  over  the  pol- 
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icy.  stemming  primarily  from  the  diver¬ 
gence  between  wTitten  policy  and  agency 
practice,  quickly  escalated  as  several 
agencies  began  a  serious  effort  to  im¬ 
plement  the  policy,  and  converted  some 
Government  activities  to  contract  per¬ 
formance  when  they  could  not  be  jus¬ 
tified  under  the  exception  criteria  of  the 
Circular, 

In  1976,  OMB  issued  a  standard  cost 
factor  for  Civil  Service  retirement,  to  be 
used  in  comparisons  between  Govern¬ 
ment  and  commercial  costs  for  goods 
and  services.  This  factor,  21.7  percent 
of  salary,  was  a  sizeable  increase  over 
the  7  percent  agency  contribution  to  the 
retirement  fund  which  had  been  used 
previously  as  the  retirement  cost.  The 
new  standard  factor  was  derived  from  a 
dynamic  normal  cost  projection  for  the 
system,  the  basis  recommended  by  the 
Civil  Service  Board  of  Actuaries  and  the 
General  Accounting  Office,  but  it  was  not 
understood  and  accepted  by  all  affected 
parties. 

RECENT  DEVELOPMENTS 

With  the  advent  of  the  new  Adminis¬ 
tration.  increasing  attention  was  given 
to  the  policy  on  contracting  out.  Federal 
employee  unions  and  some  Members  of 
Congress  expressed  concern  about  the 
implementation  of  Circular  A-76  and  its 
possible  effect  on  the  Nation's  defense 
capability. 

An  early  decision  was  made  to  con¬ 
duct  a  comprehensive  review  of  Circular 
A-76  and  its  implementation,  including 
the  standard  cost  factor  for  Government 
retirement.  This  review  was  announced 
on  June  13,  1977  by  the  Director  of  OMB 
and  the  Administrator  for  Federal  Pro¬ 
curement  Policy,  who  also  directed  that 

(1)  the  quota  approach  to  selecting  ac¬ 
tivities  for  contracting  be  discontinued, 

(2)  the  retirement  costs  factor  be  re¬ 
duced  to  14.1  percent,  using  a  simple 
net  payments  calculation,  pending  com¬ 
pletion  of  the  study,  and  (3)  implemen¬ 
tation  of  the  Circular  be  continued,  in 
a  careful  and  judicious  fashion.  Com¬ 
ments  and  recommendations,  to  be  con¬ 
sidered  in  the  review,  were  requested 
from  executive  agencies.  Congress,  the 
General  Accounting  Office,  other  inter¬ 
ested  parties,  and  the  public  at  large 
through  a  notice  in  the  Federal  Regis¬ 
ter. 

This  review  W'as  initiated  with  two 
fundamental  precepts. — (1)  The  long¬ 
standing  policy  that  the  Government 
should  rely  on  the  private  sector  for 
goods  and  services  is  valid  and  should 
serve  the  best  interests  of  the  Nation  and 
taxpayer,  and  (2)  certain  functions, 
such  as  management  and  policymaking, 
are  inherently  governmental  responsibi¬ 
lities  and  should  be  performed  by  Gov¬ 
ernment  employees,  "nie  objective  of  the 
review  w'as  to  develop,  in  the  context  of 
these  precepts,  guidlines  for  the  imple¬ 
mentation  of  Circular  A-76  that  would 
result  in  consistent  and  equitable  ap¬ 
plication  of  the  policy  throughout  the 
executive  branch.  Another  major  con¬ 
sideration  W'as  to  seek  greater  stability 
for  the  w'orkers,  both  public  and  private, 
who  are  affected  by  this  Circular  and 


its  implementation.  Emphasis  was  also 
given  to: 

Functions  which  are  necessary  and 
appropriate  exceptions  to  contacting 
out  and  criteria  for  assessment. 

Cost  comparison  methodologies  and 
factors  used  in  such  comparisons. 

Agency  review  cycles  for  transferring 
functions  to  and  from  in-house  and  con¬ 
tracted  performance,  as  well  as  appeal 
procedures. 

Over  a  hundred  responses  to  the  request 
for  comments  were  received,  reflecting 
the  views  of  a  wide  range  of  interests.  A 
number  of  issues  were  identified  from 
these  inputs  and  from  the  experience 
gained  in  past  implementation  efforts. 
Analysis  and  evaluation  of  these  issues 
led  to  the  following  proposed  actions  to 
revise  Circular  A-76. 

Summary — ^Proposed  Changes  in 
Circular  A-76 

NUMBER  AND  PROPOSED  ACTION 

1.  Basic  principles  and  coverage. 

lA — Incorporate  a  new  statement  of 
the  basic  philosophy  of  this  Administra¬ 
tion: 

Government  reliance  on  the  private  sec¬ 
tor  Is  a  valid  principle. 

Certain  functions  are  inherently  govern¬ 
mental  in  nature  and  must  be  performed 
in-house. 

Taxpayer  is  entitled  to  economy  in  Gov¬ 
ernment:  cost  comparisons  are  appropriate 
as  criteria. 

IB — ^Describe  the  basic  governmental 
functions,  plus  the  basic  governmental 
aspects  of  other  functions,  which  should 
always  be  performed  by  Federal  person¬ 
nel.  and  list  the  predominant  commercial 
and  industrial  activities  that  normally 
should  be  contracted  out. 

1C — Develop  more  specific  criteria  for 
circumstances  that  would  constitute  dis¬ 
ruption  or  material  delay  in  a  program. 

ID — DoD  should  develop  more  specific 
criteria  for  the  exception  relating  to 
military  readiness,  subject  to  approval  by 
OMB. 

IE — Require  agencies  to  advertise  re¬ 
quirements  in  the  Commerce  Business 
Daily,  at  least  90  days  in  advance,  before 
concluding  that  there  is  no  commercial 
source  available. 

IF — Provide  that  agencies  may  obtain 
products  or  services  from  another  Fed¬ 
eral  agency  if  such  products  or  services 
have  been  reported  as  exce.ss  to  the  Gen¬ 
eral  Services  Administration,  w'here  ap¬ 
plicable,  or  the  providing  agency  certi¬ 
fies  that  such  action  would  be  in  accord 
.with  the  obiectives  and  applicable  pro¬ 
visions  of  Circular  A-76. 

2.  Definitions  and  implementation. 

2A— Provide  a  new  definition  for  “New 

Starts"  by  limiting  this  category  to  those 
commercial  and  industrial  Government 
activities  that  are  newly  established  or 
those  that  are  reactivated  ii.e.,  strictly 
limit  “newT  start”  activities  to  those  no 
currenly  being  done  in-house  at  that 
location) .  Establish  a  separate  category, 
“Expansions,"  to  cover  modernization, 
replacement  or  enlargement  of  existing 
activities  currently  defined  as  “New 
Starts.” 
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2B — Assuming  “New  Starts”  to  be 
newly  established  or  reactivated  activi¬ 
ties  only,  increase  the  thresholds,  at 
which  a  formal  review  and  approval  is 
required,  to  $50,000  capital  investment 
or  $100,000  annual  costs  of  production. 

2C — Increase  thresholds  for  review  of 
“expansions”  (i.e.,  modernization,  re¬ 
placement  or  enlargement  of  existing 
activities)  to  $100,000  capital  investment 
or  $200,000  annual  costs  of  production. 
Add  a  provision  for  the  use  of  20  per¬ 
cent  of  capital  .investment/annual  costs 
of  production  where  unusual  circum¬ 
stances  or  magnitude  of  investments  or 
production  costs  of  certain  activities 
make  the  established  threshold  impracti¬ 
cal. 

2D — Include  a  definition  to  specifically 
Identify  and  describe  conversions  of  in- 
house  activities  to  contract  services. 

2E — Require  Government-owned,  con¬ 
tractor-operated  (GOCO)  activity  man¬ 
agement  to  apply  A-76  policy  principles 
to  in-hoiise  v.  contract  considerations; 
also  require  that  in  house  aspects  of 
GOCO  activities  (ownership  and  man¬ 
agement)  be  considered  as  Government 
C/I  activity  subject  to  A-76  review  re¬ 
quirements. 

2P — After  revision  of  OMB  Circular 
A-76,  develop  supplements  addressing  its 
application  to  special  areas  such  as  tele¬ 
communications  and  automatic  data 
processing. 

2G — Detailed  implementation  respon¬ 
sibility  will  rest  with  the  agencies  sub¬ 
ject  to  OMB  oversight  and  OFPP  leader¬ 
ship  to  review  implementing  regulations 
and  performance. 

3.  Cost  comparisons. 

3A — Develop  a  detailed  handbook  on 
cost  comparisons  to  be  Issued  later  as  a 
supplement  to  the  Circular;  improve  ex¬ 
isting  cost  guidelines  in  the  Circular  as 
an  interim  measure. 

3B — Move  toward  fuller  costing  for 
Government  costs  for  both  contract  and 
in-house  activities,  and  provide  suffi¬ 
ciently  detailed  quldance  in  the  cost  com¬ 
parison  handbook  to  make  in-house  and 
commercial  cost  estimates  comparable. 

3C — Base  the  commercial  cost  figure 
in  all  cost  comparisons  on  a  competitive 
firm  bid  or  proposal  from  industry. 

3D — Prescribe  standard  cost  factors 
for  Circular  A-76  comparisons  to  the 
extent  feasible. 

3E — When  a  comparative  cost  analysis 
is  conducted  for  an  existing  Government 
commercial  or  industrial  activity,  provide 
a  cost  margin  supporting  the  continua¬ 
tion  of  the  activity  that  is  equal  to  10 
percent  of  the  estimated  personnel-re¬ 
lated  costs. 

3P — When  a  comparative  cost  analysis 
is  conducted  for  a  proposed  new  CJovem- 
ment  commercial  or  industrial  activity, 
provide  a  cost  margin  supporting  com¬ 
mercial  performance  that  is  equal  to  10 
percent  of  the  estimated  personnel  costs 
and  25  percent  of  the  estimated  cost  for 
facilities  and  materials. 

3G — Calculate  Government  employee 
retirement  cost  on  a  dynamic  normal 
cost  basis. 

3H — In  calculating  the  dynamic  nor¬ 
mal  cost  of  the  Civil  Service  Retirement 


System,  use  the  following  economic  as¬ 
sumptions,  which  were  recommended  by 
the  Council  of  Economic  Advisers: 

Percent 


Average  Real  Annual  Salary  Increase.  _  1.  5 

Average  Real  Interest  Rate _  2.  5 

Average  Inflation  Rate _  4.  0 


These  assumptions  produce  a  Govern¬ 
ment  cost  factor  of  20.4  percent  of  sal¬ 
ary. 

31 — Continue  to  use  a  single  actuarial 
model  and  a  single  retirement  cost  fac¬ 
tor  for  all  employees  covered  by  the 
Civil  Service  Retirement  System. 

3 J — The  retirement  cost  factor  should 
be  reviewed  at  some  regular  interval, 
preferably  every  five  years. 

3K — Amend  Circular  A-76,  at  a  future 
time,  to  establish  a  cost  factor  for  Social 
Security,  if  and  when  Congress  and  the 
Admiinistration  act  to  fund  Social  Secu¬ 
rity  liabilities  from  general  revenue. 

3L — Describe  the  cost  elements  to  be 
included  in  the  commercial  cost  figure 
(in  addition  to  contract  price)  in  more 
specific  terms. 

3M — Describe  the  cost  elements  to  be 
included  in  the  Government  cost  figure 
(in  addition  to  direct  salary  of  assigned 
personnel)  in  more  specific  terms. 

3N — Revise  Circular  A-76  guidelines  to 
use  a  standard  and  consistent  present 
value  analysis  as  prescribed  by  OMB  C!ir- 
cular  A-94  for  capital  investments,  and 
amortize  any  conversions  costs  over  a 
time  period  that  is  appropriate  for  the 
nature  of  the  activity, 

4.  Personnel  considerations. 

4A — Clarify  the  interrelationship  of 
A-76  policy  and  other  policy  regarding 
personnel  ceilings. 

4B — Specifically  prohibit  contracting 
that  establishes  an  employer-employee 
relationship  between  the  Government 
and  contractor  personnel. 

4C — ^Provide  emphasis  on  the  statu¬ 
tory  and  regulatory  provisions  which  im¬ 
pose  employee  preference  requirements 
on  Government  contractors  similar  to 
those  required  under  Civil  Service  regu¬ 
lations. 

4D — Add  a  provision  to  state  that  Gov¬ 
ernment  policy  considers  military.  Gov¬ 
ernment  civilian  employees,  and  con¬ 
tractor  employees  to  be  equally  loyal, 
conscientious,  and  industrious  in  ac¬ 
complishing  Government  workload. 

4E — Place  greater  emphasis  on :  Prep¬ 
aration  of  contract  work  statements, 
including  comprehensive  performance 
specifications;  screening  and  selection  of 
contractors  for  award;  monitoring  con¬ 
tract  performance:  and  use  of  penalties 
(suspensions  and  debarment)  for  un¬ 
satisfactory  contract  performance. 

4F — Give  qualified  Federal  employees, 
adversely  affected  by  the  contracting  of 
a  service  function,  a  right  of  first  refusal 
for  available  contract  vacancies. 

5,  Review  and  appeals. 

5A — Require  agencies  to  maintain  cen¬ 
tral  points  of  contact  for  OMB  Circular 
A-76  implementation,  with  access  to  all 
inventories  and  justifications  for  com¬ 
mercial  and  industrial  activities,  to  re¬ 
spond  to  requests  for  these  documents 
from  any  interested  parties. 


5B — Require  each  agency  to  develop 
and  announce  a  detailed  plan  to  review 
each  commercial  and  industrial  activity 
within  a  reasonable  time  period,  not  to 
exceed  three  years,  and  on  the  same 
cycle  thereafter. 

5C — Review,  on  a  three  year  cycle,  con¬ 
tinuing  functions  which  are  performed 
by  contract,  but  are  a  type  commonly 
performed  by  Government  activities; 
conduct  a  comparative  cost  analysis 
when  there  is  reason  to  believe  that  in- 
house  performance  would  be  less  costly. 

5D — Require  each  agency  to  establish 
an  A-76  appeal  mechanism  to  provide 
prompt  and  objective  consideration  of 
appeals  from  A-76  decisions. 

1.  PROPOSED  ACTIONS  WITH  PESPECT  TO 
BASIC  PRINCIPLES  AND  COVERAGE 

Many  of  the  comments  received  ex¬ 
pressed  a  need  for  greater  clarity  of  the 
basic  coverage  of  the  policy  and  of  the 
exemptions  and  exceptions.  Existing  pro¬ 
visions  clearly  have  permitted  differing 
interpretations,  and  these  have  inter¬ 
fered  with  effective  implementation  of 
the  policy.  The  review  of  this  problem 
area  focused  on  steps  which  would  more 
fully  describe  Administration  policy  ob¬ 
jectives,  develop  a  more  meaningful  ex¬ 
planation  of  terms,  and  describe  more 
completely  the  situations  that  would  be 
exempted  from  the  policy  and  those  cir¬ 
cumstances  which  would  justify  an  ex¬ 
ception  to  the  policy.  The  resulting  pro¬ 
posed  actions  are  Identified  and  ex¬ 
plained  as  follows: 

lA  Proposed  Action. — Incorporate  a 
new  statement  of  the  basic  philosophy  of 
this  Administration:  Government  reli¬ 
ance  on  the  private  sector  is  a  valid  prin¬ 
ciple.  Certain  functions  are  inherently 
governmental  in  nature  and  must  be 
performed  in-house.  Taxpayer  is  entitled 
to  economy  in  Government;  cost  com¬ 
parisons  are  appropriate  as  criteria. 

Rationale — This  Administration  en¬ 
dorses  the  longstanding  policy  that  the 
Government  should  rely  on  the  private 
enterp«-ise  system  for  goods  and  services, 
recognizing  that  it  is  equally  important 
to  ensure  that  governmental  functions 
are  performed  by  Government  em¬ 
ployees,  and  that  proper  consideration 
is  given  to  economy  in  Government. 
Proper  implementation  of  Circular  A-76 
and  its  policy  requires  consideration  of 
all  three  of  these  principles. 

Although  the  general  policy  expressed 
in  OMB  Circular  A-76  has  been  in  effect 
for  over  20  years,  it  has  not  been  im¬ 
plemented  properly  by  the  executive 
agencies.  The  disparity  between  written 
policy  and  agency  practice  has  been  a 
major  factor  in  the  continuing  contro¬ 
versy  associated  with  Circular  A-76.  This 
new  policy  statement,  with  support  and 
effective  implementation  efforts  from  the 
executive  agencies,  should  contribute 
materially  to  reduction  in  the  contro¬ 
versy  and  improved  compliarce  with  the 
prescribed  policy. 

IB  Proposed  Action. — Describe  basic 
governmental  functions,  plus  the  govern¬ 
mental  aspects  of  other  functions,  which 
should  always  be  performed  by  Federal 
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personnel,  and  list  the  predominant  com¬ 
mercial  and  industriEd  (C/I)  activities 
that  normally  should  be  contracted  out. 

Rationale — Many  of  the  comments  re¬ 
ceived  regarding  Circular  A-76  have 
urged  clarification  of  the  t%T>es  of  func¬ 
tions  that  should  be  performed  in-house 
and  those  that  normally  can  be  con¬ 
tracted.  Suggestions  have  ranged  from 
a  modification  of  the  definition  of  Gov¬ 
ernment  commercial  or  industrial  (C/I> 
activity  to  comprehensive  listings  of  ac¬ 
tivities  subject  to  and  exempt  from  the 
Circular.  Generally,  it  is  recognized  that 
any  type  of  activity  that  can  be  con¬ 
tracted  out  may  need  to  be  performed 
in-house  in  certain  circumstances.  Any 
listing  of  activities  to  be  contracted  out 
must  be  under  a  heading  which  describes 
the  list  of  activities  “normally  to  be 
contracted",  or  “to  be  contracted  unless 
justified  for  in-house  performance.”  On 
the  other  hand,  certain  functions  have 
governmental  aspects  which  permit  them 
to  be  listed  as  “alw-ays  performed  in- 
house.”  These  would  include  such  basic 
governmental  functions  as  policymak¬ 
ing.  law'  enforcement,  direction  of  na¬ 
tional  defense,  collection  and  disburse¬ 
ment  of  revenue  and  taxes,  and  the  ad¬ 
ministration  of  public  laws.  In  addition, 
there  may  be  some  governmental  aspects 
in  any  commercial  or  industrial  activity 
which  should  be  performed  by  Federal 
employees.  For  example,  the  handling  of 
public  inouiries  or  complaints  about  a 
Government-furnished  service  should  be 
handled  by  Federal  employees  even 
though  actual  performance  of  the  serv¬ 
ice  may  be  by  contract. 

It  has  been  generally  concluded  that 
the  method  of  performance  of  commer¬ 
cial  and  industrial  activities  cannot  be 
prescribed  on  the  basis  of  the  type  of 
function.  In  the  Department  of  Defense, 
for  example,  certain  functions  must  be 
performed  by  Government  personnel  in 
combat  and  combat  support  units  that 
are  subject  to  overseas  deplovment:  these 
same  functions  can  be  provided  by  con¬ 
tract  for  training  and  logistics  organi¬ 
zations.  Defense  officials  feel  strongly 
that  some  portion  of  the  depot  mainte¬ 
nance  of  mission-essential  equipment 
must  be  performed  in-house  to  maintain 
mobilization  readiness,  but  recognize 
that  some  of  the  work  can  be  very  ad¬ 
vantageously  provided  by  contract.  The 
issue  becomes  one  of  determining  w'here 
to  place  the  dividing  line  within  a  func¬ 
tion  rather  than  classifying  the  entire 
function  as  either  “in-house"  or  “con¬ 
tract.”  Certain  functions,  in  any  agency, 
may  be  justified  as  Government  activi¬ 
ties  at  some  locations  on  the  basis  that 
no  commercial  source  is  available,  a  ra¬ 
tionale  that  could  not  be  supported  at 
other  locations.  - 

A  comprehensive  listing  of  all  the 
functions  performed  by  Government  em¬ 
ployees,  to  indicate  those  normally  done 
in-house  or  by  contract,  w'ould  be  too 
voluminous.  The  Civil  Service  Commis¬ 
sion  publishes  a  list  of  occupations  of 
Federal  white-collar  workers  and  a  sim¬ 
ilar  list  for  Federal  blue-collar  w'orkers. 
In  an  introduction,  the  CSC  states  that 
“Generally  speaking,  for  any  kind  of 


work  performed  in  private  industry,  its 
counterpart  can  be  found  in  the  Federal 
work  force."  The  white-collar  list  is  com¬ 
prised  of  approximately  400  occupations 
falling  into  23  occupational  groups.  The 
blue-collar  list,  broken  into  31  job  fam¬ 
ily  groups,  is  comprised  of  about  1.200 
occupations.  Each  occupation  is  a  unit  of 
a  family  group  and  includes  all  jobs  at 
the  various  skill  or  salary  levels  in  a  par¬ 
ticular  kind  of  work.  Any  attempt  to  in- 
ventor>’  and  categorize  all  these  activities 
w'ould  be  a  costly  and  time-consuming 
venture,  which  would  be  of  questionable 
value  because  most  determinations  would 
have  to  be  qualified  by  circumstances  for 
exceptions. 

While  it  would  be  highly  desirable,  and 
greatly  simplify  the  implementation  of 
Circular  A-76,  it  does  not  appear  feasible 
to  specify  any  significant  number  of 
functions  (which  have  been  performed 
by  Government  employees)  that  should 
alw'ays  be  done  in  the  private  sector.  To 
comply  with  the  substance  and  the  spirit 
of  the  A-76  policy,  the  numerous  com¬ 
mercial  and  industrial  activities  con¬ 
ducted  by  executive  agencies  will  have  to 
be  reviewed,  on  a  case-by-case  basis,  to 
determine  which  ones  qualify  under  the 
“national  interest”  test  and  can  be  con¬ 
tinued. 

Better  guidance  can  be  provided  to 
agencies,  however,  to  achieve  more  con¬ 
sistency  in  Interpretation  and  applica¬ 
tion  by  clearly  describing  those  “govern¬ 
mental  functions”  that  should  always  be 
performed  by  elected  officials  or  Govern¬ 
ment  employees  selected  in  accordance 
with  established  regulations.  Such  guid¬ 
ance  w'ould  also  respond  to  the  concerns 
expressed  by  the  President  that  agencies 
should  not  contract  out  functions  (such 
as  policymaking)  which  should  be  per- 
fonned  by  the  Government.  A  listing  of 
those  commercial  and  industrial  activi¬ 
ties  which  have  been  identified  by  vari¬ 
ous  agencies,  and  obtained  commercially 
unless  justified  for  in-house  perform¬ 
ance.  will  be  developed  to  further  con¬ 
tribute  to  uniformity  in  the  implemen¬ 
tation  of  the  Circular.  It  is  anticipated 
that  comments  in  response  to  this  notice 
will  contribute  to  the  description  of 
“governmental  functions”  and  the  list  of 
commercial  and  industrial  activities. 

1C  Proposed  Action. — Develop  more 
specific  criteria  for  circumstances  that 
would  constitute  disruption  or  material 
delay  in  a  program. 

Rationale — It  is  impossible  to  antici¬ 
pate  all  the  situations  that  could  occur 
in  the  diverse  operations  of  the  execu- 
tii'e  branch  in  which  reliance  on  the  pri¬ 
vate  sector  would  disrupt  or  materially 
delay  the  accomplishmwit  of  an  agency 
program.  Consequently,  it  is  impractical 
to  try  to  structure  language  that  will  be 
totally  comprehensive  and  specific:  there 
must  be  some  minimum  latitude  for 
management  judgment  in  applying  the 
general  policy  and  principles  to  indi¬ 
vidual  situations. 

On  the  other  hand,  such  a  broad  ex¬ 
ception  invites  abuse  and  there  is  evi¬ 
dence  that  this  criterion  has  been  im¬ 
properly  used  to  justify  Government 
commercial  and  industrial  activities  in 


the  past.  A  simple  statement  that  use  of 
a  commercial  source  for  a  specific  ac¬ 
tivity  would  disrupt  or  materially  delay 
a  program,  based  on  purely  subjective 
considerations  or  a  “gut  feeling.”  is  not 
an  adequate  justification.  Such  a  deter¬ 
mination  must  be  supported  by  a  ration¬ 
ale  including  as  many  objective  facts  as 
possible,  and  one  which  would  be  con¬ 
vincing  to  the  hypothetical  “reasonable 
man.”  Comments  responding  to  this  pro¬ 
posed  action  should  be  helpful  in  de¬ 
veloping  these  criteria. 

ID  Proposed  Action. — DOD  should  de¬ 
velop  more  specific  criteria  for  the  ex¬ 
ception  relating  to  military  readiness, 
subject  to  approval  by  OMB. 

Rationale— -Concern  has  been  ex¬ 
pressed  that  application  of  Circular  A-76 
to  defense  activities  might  adversely 
affect  military  readiness.  Under  current 
procedures,  defense  components  do  not 
even  consider  contract  performance  or 
initiate  a  cost  study  until  they  have  con¬ 
cluded  that  the  C/I  activities  do  not  re¬ 
quire  performance  by  Government  em¬ 
ployees  to  maJntsln  military  readiness. 

T^nHpr  section  BOfl  of  the  fiscal  year 
1078  Defense  Anpronriations  Authoriza¬ 
tion  Act.  Pub.  L.  96-79.  dod  has  been 
directed  to  review  the  defense  mission  es¬ 
sential  functions  identified  bv  the  Secre¬ 
tary  of  Defense  as  not  suitable  for  per¬ 
formance  by  private  contractors.  DOD 
has  concluded  that  such  determinations 
cannot  be  made  on  a  broad  “function” 
basis — support  functions  that  must  be 
performed  in-house  for  tactical  units 
suhiect  to  overseas  deployment  can  be 
performed  bv  contract  for  training  and 
logistical  units.  Some  portion  of  other 
functions,  such  sis  depot  maintenance 
and  R&D.  must  be  performed  by  Gov¬ 
ernment  employees  but  some  portion  can 
advanta.geously  be  done  by  contract. 

DOD  is  pre.sently  formulating  guide¬ 
lines  under  which  commercial  and  indus¬ 
trial  activities  can  be  review’ed,  on  a  case- 
by-case  basis,  to  determine  which  ones 
should  be  performed  in-house  in  order 
to  maintain  military  residiness.  Since  the 
Secretary  of  Defense  has  the  responsi¬ 
bility  for  maintaining  an  effective  de¬ 
fense  establishment,  with  maximum  ef¬ 
ficiency  and  consideration  for  all  appli¬ 
cable  policies  and  Administration  objec¬ 
tives.  such  guidelines  should  properly  be 
developed  under  his  direction  and  sub¬ 
mitted  for  OMB  approval.  Since  this  ex¬ 
ception  is  primarily  applicable  to  the 
Department  of  Defense,  such  guidance 
can  most  appropriately  be  provided.  In 
the  DOD  implementing  instructions  for 
Circular  A-76,  subject  to  review  by  OMB 
to  ensure  consistency  with  the  policy  and 
objectives  of  the  Circular. 

IE  Proposed  Action. — Require  agencies 
to  advertise  requirements  in  the  Com¬ 
merce  Business  Daily,  at  least  90  days  in 
advance,  before  concluding  that  there  is 
no  commercial  source  available. 

Rationale — Here,  again,  a  needed  ex¬ 
ception  can  be  abused  and  overused  un¬ 
less  specific  checks  are  imposed  Govern¬ 
ment  commercial  and  industrial  activ¬ 
ities  are  often  reviewed  by  Government 
personnel  who  are  no*  familiar  with  ex¬ 
isting  or  potential  industrial  capability  to 
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provide  the  particular  product  or  serv¬ 
ice  that  such  activities  produce.  In  the 
absence  of  an  obvious  local  commercial 
source,  there  is  a  strong  temptation  to 
conclude  that  there  is  no  satisfactory 
private  source;  this  determination  com¬ 
pletes  the  review  with  no  further  time  or 
effort,  and  avoids  any  disruption  of  the 
in-house  activity.  There  may  be  many 
private  firms  which  could  have  provided 
the  needed  product  or  service,  and  at 
less  cost,  but  they  would  not  even  be 
aware  that  the  review  and  determination 
had  been  made. 

Proper  application  of  the  policy  re¬ 
quires  that  an  effective  search  be  made 
for  possible  commercial  sources  before 
concluding  that  in-home  performance 
is  justified  under  this  criterion.  In  addi¬ 
tion  to  seeking  firms  that  are  currently 
capable  of  meeting  the  requirement,  it 
is  also  incumbent  on  the  Government 
to  encourage  the  development  of  com¬ 
mercial  sources  where  none  exist.  The 
Commerce  Business  Daily  (CBD)  has  a 
wide  circulation  in  the  business  com¬ 
munity,  and  should  reach  a  significant 
number  of  the  firms  that  are  actively 
engaged  in  Government  bmlness.  In  new 
or  specialized  areas,  however,  that  have 
not  been  regularly  advertised  in  the 
CBD,  additional  efforts  should  be  made 
to  reach  potential  suppliers  through  in- 
dmtry  or  trade  associations  and  other 
appropriate  sources. 

The  CBD  notice  could  be  a  request  for 
expression  of  interest,  under  “sources 
sought”,  but  should  describe  the  require¬ 
ment  in  sufficient  detail  to  permit  firms 
to  determine  their  capability  and  inter¬ 
est  in  supplying  the  needed  product  or 
service.  If  no  satisfactory  response  is 
received  within  90  days  of  the  initial 
announcement,  which  should  be  repeated 
several  times  during  the  period,  it  may 
be  concluded  that  no  commercial  source 
is  available.  This  requirement  could  be 
combined  with  the  advance  public  an¬ 
nouncement  of  reviews  to  be  conducted 
by  the  agency,  or  with  the  solicitation 
of  firm  bids  or  offers  required  for  a  cost 
comparison. 

The  minimum  of  90  days  advance 
notice  would  provide  some  opportunity 
for  firms  in  a  related  line  of  business 
to  adjust  capacity  to  meet  the  require¬ 
ment.  It  should  create  no  problem  for 
agencies  in  the  review  of  existing  com¬ 
mercial  and  industrial  activities,  which 
should  be  scheduled  well  in  advance.  In 
cases  of  a  “new  start,”  involving  an 
urgent  program  need,  the  notice  period 
can  be  reduced  to  30  days. 

IF  Proposed  Action. — ^Provide  that 
agencies  may  obtain  products  or  services 
from  another  Federal  agency  if  such 
products  or  services  have  been  reported 
as  excess  to  the  General  Services  Admin¬ 
istration,  where  applicable,  or  the  pro¬ 
viding  agency  certifies  that  such  action 
would  be  in  accord  with  the  objectives 
and  applicable  provisions  of  Circular 
A-76. 

Rationale. — Paragraph  4.e.  of  A-76 
exempts  from  coverage  those  products 
or  services  obtained  from  other  Federal 
agencies  which  are  authorized  or  re¬ 
quired  by  law  to  furnish  them.  Under  the 


Economy  Act  (31  U.S.C.  686)  any  agency 
may  obtain  products  or  services  avail¬ 
able  from  another  agency  with  appro¬ 
priate  reimbursements. 

The  current  provisions  of  A-76  place 
no  burden  on  acquiring  agencies  to  as¬ 
sure  that  the  public  interest  is  served 
when  products  or  services  are  obtained 
from  other  agencies.  Paragraph  5.d,  cur¬ 
rently  requires  that  the  agency  supply¬ 
ing  the  product  or  service  be  responsible 
for  compliance  with  the  Circular.  How¬ 
ever,  since  the  contracting  option  does 
not  rest  with  that  agency  it  is  question¬ 
able  whether  this  situation  of  divided 
responsibility  leaves  anyone  answerable 
for  a  best  decision  in  the  public  interest. 

On  the  other  hand,  where  an  agency 
has  declared  property  or  services  to  be 
excess  to  its  needs,  it  is  generally  in  the 
public  interest  for  these  to  be  acquired 
by  other  agencies  in  lieu  of  new  procure¬ 
ment.  This  is  particularly  true  with  re¬ 
spect  to  excess  supplies  or  equipment. 
The  use  of  excess  services,  however,  may 
tend  to  perpetuate  an  excess  manpower 
situation  in  the  providing  agency  result¬ 
ing  in  Federal  employees  being  retained 
primarily  to  perform  reimbursable  work 
for  another  agency. 

While  paragraph  5.d.  provides  an  ex¬ 
ception  for  the  acquiring  agency  when 
obtaining  a  product  or  service  from  an¬ 
other  Federal  agency,  it  clearly  re¬ 
quires  the  providing  agency  to  comply 
with  the  Circular.  This  exception  is  in¬ 
tended  to  permit  utilization  of  surplus 
property  or  material,  and  to  provide  for 
efficient  utilizaticm  of  excess  capacity.  It 
is  not  intended  to  permit  an  agency  to 
develop  or  retain  capacity  solely  to  pro¬ 
vide  a  service  to  another  agency. 

When  excess  property  or  capacity  has 
been  reported  to  GSA,  it  can  be  used  by 
any  other  agency  without  further  justi¬ 
fication.  In  all  other  cases  involving 
services,  the  providing  agency  must 
justify  maintaining  the  activity  in  ac- 
cwdance  with  one  of  the  other  excep¬ 
tions  in  paragraph  5.  When  the  justifi¬ 
cation  is  based  on  anticipated  cost  sav¬ 
ings,  paragraph  5.e.,  the  potential  pro¬ 
viding  agency  must  prepare  the  estimate 
of  cost  for  providing  the  service  in- 
house,  but  the  acquiring  agency  should 
solicit  bids  to  determine  commercial 
prices  since  it  would  be  more  reason¬ 
able  for  that  agency  to  do  the  contract¬ 
ing  when  commercial  sources  would  be 
more  cost  effective. 

2.  PROPOSED  ACTIONS  WITH  RESPECT  TO 
DEFINITIONS  AND  IMPLEMENTATION 

Agency  implementation  of  OMB  Cir¬ 
cular  A-76  has  been  heavily  criticized  as 
inconsistent  and  frequently  inequitable. 
Many  of  the  comments  received  sug¬ 
gested  major  changes  in  the  definitions 
as  measures  needed  to  bring  effective 
balance  to  the  Circular  and  to  facilitate 
its  uniform  implementation.  With  re- 
sE>ect  to  “New  Starts,”  we  have  recog¬ 
nized  that  situations  requiring  a  new  ac¬ 
tivity  should  be  treated  differently  from 
those  with  existing  work  forces  and  fa¬ 
cilities  that  are  being  expanded  or 
modernized.  The  review  of  definitions 
dealt  with  these  and  related  matters  and 


with  the  treatment  to  be  given  a 
(jovemment-owned  contractor-operated 
facility.  In  addition,  the  review  con¬ 
sidered  the  means  for  more  effective 
management  of  the  implementing  re¬ 
sponsibility.  The  actions  proposed  are 
identified  and  explained  as  follows: 

2A  Proposed  Action. — Provide  a  new 
definition  for  “new  starts”  by  limiting 
this  category  to  those  commercial  and 
industrial  Government  activities  that 
are  newly  established  or  those  that  are 
reactivated  (i.e.,  strictly  limit  “New 
start”  activities  to  those  not  currently 
being  done  in-house  at  that  location). 
Establish  a  separate  category,  “expan¬ 
sions,”  to  cover  modernization,  replace¬ 
ment  or  enlargement  of  existing  activi¬ 
ties  currently  defined  as  “new  starts.” 

Rationale — A  newly  established  or  re¬ 
activated  commercial /industrial  activity 
is  sufficiently  different  from  the  modern¬ 
ization  or  expansion  of  an  existing  activ¬ 
ity  to  warrant  a  separate  definition  and 
different  treatment  in  the  Circular.  To 
some  extent,  the  current  Circular  recog¬ 
nizes  this  difference  by  setting  lower  cost 
thresholds  for  newly  established  activ¬ 
ities  than  for  expansions  or  moderniza¬ 
tions.  These  lower  thresholds  result  in 
closer  scrutiny  of  new  starts,  and  call 
for  a  formal  review  and  high  level  ap¬ 
proval  within  the  agency  prior  to  incur¬ 
ring  any  significant  obligation  for  new 
capital  investment  or  operating  costs. 

In  addition,  there  is  good  cause  to  es¬ 
tablish  more  stringent  restrictions  on 
creating  a  new  in-house  activity  than 
would  be  appropriate  for  one  being  ex¬ 
panded  or  modernized.  In  a  true  new 
start,  there  is  no  capital  investment,  no 
incumbent  Federal  work  force,  and  no 
“status  quo”  to  disrupt.  It  is  far  simpler 
to  avoid  creating  a  Government  com¬ 
mercial  or  industrial  activity  than  to 
terminate  one  already  in  operation. 

Cost  analyses  for  proposed  new  com¬ 
mercial/industrial  activities,  when  ap¬ 
propriate,  are  less  complex  than  for  ex¬ 
pansions.  Because  the  activity  is  not  cur- 
rentlv  being  performed  in-house,  costs 
associated  with  emplovee  reductions  (i.e., 
severance  pav,  early  retirement,  retrain¬ 
ing  and  other  personnel  costs) ,  which  are 
difficult  to  estimate  with  accuracy,  are 
Hot  a  factor.  Evaluations  of  such  pro¬ 
posals  can  be  made  more  quickly,  review 
within  the  agency  can  be  processed  with 
less  difficulty,  and  the  final  decision  on 
whether  in-house  performance  can  be 
justified  and  be  made  more  objectively. 

On  the  other  hand,  a  review  triggered 
by  a  planned  modernization  or  expansion 
requires  a  more  com’^rehensive  study  and 
analysis,  which  generallv  includes  a  re¬ 
view  of  the  existing  activity  as  well  as 
the  prospective  action.  A  cost  compari¬ 
son  reouires  determination  of  current 
and  additional  costs  for  personnel  and 
related  benefits,  other  operating  costs, 
and  identification  of  any  Government 
costs  for  conversion  to  commercial  per¬ 
formance,  many  of  which  are  difficult 
to  predict  with  accuracy.  In  the  case  of 
an  expansion,  it  is  also  necessary  to  de¬ 
termine  whether  the  new  increment  or 
the  total  activity  will  be  reviewed  for  pos¬ 
sible  contract  performance. 
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Due  to  the  significant  differences  be¬ 
tween  actual  new  starts  and  expansions 
of  existing  activities,  both  of  which  have 
been  included  in  the  definition  of  “new 
starts,"  these  two  situations  should  be 
individually  defined  and  treated  with  ap¬ 
propriately  different  provisions.  This  will 
permit  increased  emphasis  and  more 
stringent  guidelines  for  new  starts  than 
those  applied  to  existing  activities. 

2B  Proposed  Action. — Assuming  “new 
starts"  to  be  newly  established  or  reac¬ 
tivated  activities  only,  increase  the 
thresholds,  at  which  formal  review  and 
approval  is  required,  to  $50,000  capital 
investment  of  $100,000  annual  costs  of 
production. 

Rationale — Because  of  the  impact  of 
inflation  over  the  last  decade,  current 
thresholds  are  considered  too  low  to 
achieve  their  purpose — which  was  to 
keep  the  number  of  “new  starts"  requir¬ 
ing  the  preparation  of  cost  analyses  to 
a  manageable  size.  Since  1967,  it  is  esti¬ 
mated  that  the  purchasing  power  of  the 
dollar  has  decreased  to  $0.57,  due  to 
inflation. 

In  addition,  because  the  justification 
for  “new  starts"  must  be  reviewed  and 
approved  by  an  Assistant  Secretary  or 
official  of  equivalent  rank,  compliance 
with  A-76  instructions  is  not  accom¬ 
plished  as  speedily  as  it  might  be.  This 
is  due  to  the  administrative  burden  cre¬ 
ated  by  the  ever-increasing  number  of 
reviewers  required  due  to  the  impact  on 
inflation  on  curent  thresholds. 

While  the  higher  thresholds  will  re¬ 
duce  the  number  of  reviews  and  cost 
analyses  required,  “new  starts”  with  dol¬ 
lar  investment  or  annual  production  cost 
below  the  threshold,  will  still  not  be  pro¬ 
hibited  if  competition  is  unavailable  or 
the  contractor  price  appears  unrea.son- 
able.  In  such  cases,  preparation  of  a 
cost  analysis  would  still  be  justified.  The 
net  result,  therefore,  should  be  fewer 
cost  analyses  and  more  w^orkload  per¬ 
formed  by  contract  for  low  dollar  value 
actions. 

2C  Proposed  Action. — Increase  thresh¬ 
olds  for  review  of  “expansions”  (i.e., 
modernization,  replacement  or  enlarge¬ 
ment  of  existing  activities)  to  $100,000 
capital  investment  or  $200,000  annual 
costs  of  production.  Add  a  provision  for 
the  use  of  20  percent  of  capital  invest¬ 
ment/annual  costs  of  production  w'here 
unusual  circumstances  or  magnitude  of 
investments  or  production  costs  of  cer¬ 
tain  activities  make  the  established 
thresholds  impractical. 

Rationale — The  impact  of  inflation 
upon  dollar  thresholds  as  discussed 
above  is  also  pertinent  to  this  proposed 
action  Other  problems,  however,  re¬ 
quire  additional  action.  The  application 
of  Circular  A-76  guidelines  with  pre¬ 
scribed  dollar  thresholds  can  be  man¬ 
aged  quite  effectively  for  many  support 
activities  Involving  primarily  labor  in¬ 
tensive  functions  and  W'ith  annual  oper¬ 
ating  costs  up  to  a  few  million  dollars. 
There  are,  how'ever,  some  severe  prob¬ 
lems  in  administering  the  Circular  with 
fixed  dollar  thresholds  for  other  types 
of  activities.  This  is  particularly  true  in 
large  in-house  industrial  activities  where 


significant  capital  investments  have  been 
made  in  equipment  and  facilities  built 
and  maintained  for  essential  Govern¬ 
ment  operations,  and  where  annual  oper¬ 
ating  costs  can  range  from  150-300  mil¬ 
lion  dollars,  such  as  shipyards.  These 
large  industrial  organizations  require 
different  criteria  and  guidelines  for  de¬ 
termining  when  a  proposed  expansion  or 
modernization  should  reo.uire  a  review 
of  in-house  performance  versus  possible 
contract  services.  In  the  past,  the  re¬ 
quirement  to  conduct  a  “new  start”  re¬ 
view  for  large  industrial  activities  has 
been  ignored,  primarily  because  strict 
application  of  the  low  dollar  thresholds 
would  necessitate  a  large  administrative 
workload  to  process  review's  through  the 
departmental  level. 

To  implement  the  policies  of  A-76  ef¬ 
fectively  w'ith  regard  to  expansions  and 
additional  capital  investment  in  large 
industrial  activities,  the  thresholds  for 
requiring  a  review  and  Assistant  Secre¬ 
tary  (or  equivalent)  level  approval 
should  be  based  on  a  percentage  of  cur¬ 
rent  capital  investment /annual  costs  of 
production.  Addition  of  ten  emplovees 
could  increase  annual  operating  costs  by 
$200,000,  and  w'ould  be  a  substantial  ex¬ 
pansion  of  a  small  activity,  warranting  a 
thorough  review  of  the  justification  for 
Government  performance.  Adding  ten, 
or  even  more,  employees  to  an  activity 
W'ith  a  work  force  of  5.000  would  be  in¬ 
significant  and  should  not,  of  itself,  ne¬ 
cessitate  a  review  of  the  entire  activity. 
Similarly,  a  capital  investment  of  $100,- 
000  should  not  normally  be  made  in  a 
commercial  or  industrial  activity  with¬ 
out  reviewing  the  need  for  Government 
operation,  but  it  would  hardlv  pay  for 
a  replacement  crane  in  a  Navy  shipyard. 
In  the  case  of  large  industrial  activities, 
a  threshold  related  to  size  would  be  more 
appropriate  than  a  fixed  number.  A  fac¬ 
tor  of  20  percent  of  capital  investment 
or  operating  cost  w'as  chosen  as  a  rea¬ 
sonable  threshold  to  avoid  freouent  ex¬ 
pensive  and  time-consuming  studies  for 
relatively  small  expansions,  w'hile  en¬ 
suring  a  thorough  review  of  substantial 
investments  in  additional  capital  or  pro¬ 
duction  costs. 

Agencies  which  operate  large  indus¬ 
trial  activities  .should  develop  criteria 
for  determining  the  activities  to  which 
the  percentage  thresholds  applv.  These 
provisions  can  then  be  Incorporated  into 
the  agency  implementing  instructions 
for  Circular  A-76.  w'ith  the  approval  of 
OFPP. 

2D  Proposed  Action. — Include  a  defini¬ 
tion  to  specifically  identify  and  describe 
conversions  of  in-house  activities  to 
contract  services. 

Rationale — CTurrent  A-76  provisions 
call  for  the  application  of  special  con¬ 
siderations  in  the  review  and  approval 
of  proposed  “new  starts."  as  compared  to 
the  periodic  review  of  an  existing  com¬ 
mercial  or  industrial  activity.  For  that 
reason,  the  Circular  contains  a  definition 
of  a  “new  start”  to  clearly  distinguish 
the  review  actions  to  which  those  con¬ 
siderations  apply. 

In  view  of  the  suggested  changes  to 
Circular  A-76  that  call  for  new  treat¬ 


ment  of  cost  margins  when  a  commer¬ 
cial  or  industrial  activity  is  reviewed  for 
possible  conversion  to  contract  per¬ 
formance,  it  may  be  helpful  to  include 
a  definition  of  “conversion”  in  the  Cir¬ 
cular.  Such  a  definition  would  serve  to 
facilitate  identification  of  the  in-house 
activity  reviews  to  w'hich  those  new  con¬ 
siderations  should  be  applied,  and  to 
preclude  their  use  in  unwarranted  sit¬ 
uations. 

2E  Proposed  Action. — Require  Gov¬ 
ernment-owned.  contractor-operated 
(GOCO)  activity  management  to  apply 
A-76  policy  principles  to  in-house  vs. 
contract  considerations:  also,  require 
that  in-house  aspects  of  GOCO  activities 
(ownership  and  related  management)  be 
considered  as  Government  C/I  activity 
subject  to  A-76  review'  requirements. 

Rationale — Current  provisions  of  Cir¬ 
cular  A-76  specifically  exclude  GOCO 
activities  from  the  definition  of  a  Gov¬ 
ernment  commercial  or  industrial  ac¬ 
tivity  which  is  subject  to  review'  and 
justification.  This  exclusion  is  based  on 
the  fact  that  contract  operation  involves 
a  substantial  degree  of  reliance  on  the 
private  sector,  which  provides  operating 
management  as  w'ell  as  the  entire  work 
force.  At  the  same  time,  however,  GOCO 
facilities  have  many  of  the  characteris¬ 
tics  of  a  Government  operation — public 
financing,  tax-free  land  and  facilities, 
minimal  risk  for  the  operating  contrac¬ 
tor.  and  no  competitive  incentive.  These 
circumstances  tend  to  cause  GOCO  op¬ 
eration  managers  to  expand  GOCO 
capabilities  rather  than  to  rely  on  com¬ 
mercial  firm  for  processed  materials, 
subassemblies,  and  various  services.  To 
assure  that  these  decisions  are  based  on 
appropriate  considerations  of  economy 
for  the  Government,  GOCO  activity 
managers  should  be  required  to  apply 
the  policy  and  cost  comparison  provi¬ 
sions  of  Circular  A-76  to  their  make- 
or-buy  decision  procedures. 

The  current  exclusion  of  GOCO  ac¬ 
tivities  from  the  definition  of  commer¬ 
cial  or  industrial  activity  overlooks  the 
matter  of  Government  ownership — capi¬ 
tal  investment,  withholding  property 
from  local  tax  rolls,  assumption  of  finan¬ 
cial  ri.sk,  and  facility  management. 
While  there  are  circumstances  where 
Government  ownership,,  of  plant  or 
equipment  is  justified  and  necessary  for 
national  security,  economic  or  other 
rea.sons,  financing  and  furnishing  or  fa¬ 
cilities  may  be  available  from  the  private 
sector  either  separately  or  as  part  of 
delivering  a  finished  product  or  complete 
service.  A  good  example  is  found  in  the 
NASA  Tracking  Data  Relay  Satellite 
System  (TDRSS) .  NASA  could  have  ac¬ 
quired  the  satellite  and  associated  equip¬ 
ment  and  had  it  installed  and  operated 
by  a  contractor.  Instead,  they  contracted 
for  a  complete  service  and  the  private 
sector  made  the  capital  investment  in 
equipment  and  facilities  and  now  pro¬ 
vides  the  services  for  a  monthly  fee. 

The  current  treatment  of  (>OCO  fa¬ 
cilities  in  Circular  A-76  permits  an 
agency  to  make  a  commitment  for  capi¬ 
tal  investment  and  the  risks  of  facility 
ow'nership,  frequently  subsidizing  com¬ 
petition  with  firms  operating  in  the  com- 
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mercial  marketplace,  on  the  basis  of  an 
intent  to  make  a  cost  study  of  contract 
vs.  Gtovernment  operations.  The  spirit 
and  policy  of  Circular  A-76  would  call 
for  some  test  of  such  a  decision  in  regard 
to  the  public  interest  before  assuming 
Government  ownership  of  the  necessary 
facilities. 

2F  Proposed  Action. — After  revision  of 
OMB  CirciUar  A-76,  develop  supple¬ 
ments  addressing  its  application  to  spe¬ 
cial  areas  such  as  telecommunications 
and  automatic  data  processing. 

Rationale. — It  is  difficult  to  write  a 
smgle  directive  that  addresses  every  as¬ 
pect  of  the  entire  range  of  products  and 
services  used  by  executive  agencies.  The 
provisions  of  Circular  A-76,  as  presently 
structured,  can  be  applied  without  too 
much  difficulty  to  most  reouirements. 
The  capital  investment,  extent  of  Gov¬ 
ernment  involvement,  and  the  special 
nature  of  facilities  required  for  commu¬ 
nications  and  ADP  services,  depot  main¬ 
tenance,  and  research  and  develo’^ment 
work  mav  require  additional  guidance 
for  effective  applications  of  the  rolicv. 

After  the  review  and  revision  of  Circu¬ 
lar  A-7fi.  and  the  initiation  of  an  imple¬ 
mentation  program  in  each  agency,  ad¬ 
ditional  study  can  be  devoted  to  these 
special  areas  and  supplemental  guidance 
developed  and  issued.  Such  instructions 
would  be  similar  to  Office  of  Telecom¬ 
munications  Policy  Circular  13,  which 
addressed  the  application  of  Circular  A- 
76  to  communications  services. 

2G  Proposed  Action. — Detailpd  imple¬ 
mentation  responsibilities  will  rest  with 
the  agencies,  subiect  to  OMB  oversight 
and  OPPP  leadership  to  review  imple¬ 
menting  regulations  and  performance. 

Rationale.— OMB  Circular  A-76  pres¬ 
ently  makes  each  agency  responsible  for 
the  effective  implementation  of  the  pro¬ 
visions  of  the  Circular,  and  the  OMB  role 
has  been  limited  to  general  policy  over¬ 
sight.  Studies  by  the  Commission  on 
Government  Procurement  (1972)  and  by 
the  General  Accounting  Office  (since 
1971)  have  concluded  that  Circular  A-76 
has  not  been  effectively  implemented  by 
any  agency. 

The  direct  role  that  OFPP  and  OMB 
can  take  in  the  enforcement  of  Circular 
A-76  is  limited  by  the  resources  available. 
To  thoroughly  review  each  A-76  decision 
and  the  justification  for  each  C/I  ac¬ 
tivity  would  reouire  more  personnel  than 
the  total  authorized  complement  of 
OFPP  (or  OMB).  It  has  been  demon¬ 
strated,  however,  that  OFPP  can  improve 
implementation  of  the  policy  by  work¬ 
ing  closely  with  the  agencies,  reguiring 
them  to  establish  effective  implementing 
instructions  and  procedures,  and  investi¬ 
gating  specific  complaints  that  are 
lodged  with  the  Office.  Significant  im¬ 
provements  can  be  achieved  through  in¬ 
ternal  and  external  audits.  IG  inspec¬ 
tions,  training  programs,  and  orientation 
procedures.  The  “firm  bid/firm  offer” 
procedure  for  cost  comparisons,  which 
has  been  tested  for  several  years  by  the 
Air  Force  and  adopted  in  DOD,  has  self- 
policing  elements  which  have  been  very 
effective.  This  procedure  is  being  ex¬ 


panded  Government- wide  (see  Proposed 
Action  30. 

3.  PROPOSED  ACTIONS  WITH  RESPECT  TO  COST 
COMPARISONS 

One  basis  for  deciding  how  to  perform 
work — the  start  or  continuation  of  a 
Government  commercial  or  industrial 
activity  or  a  contract — is  a  comparative 
analysis  showing  which  would  be  less 
costly.  These  cost  comparisons  have  been 
the  target  of  much  of  the  criticism  that 
has  been  directed  toward  Circular  A-76 
and  its  implementation.  The  following 
proposed  actions  were  developed  to  im¬ 
prove  the  consistency  and  accuracy  of 
cost  comparisons  in  all  executive  agen¬ 
cies. 

3A  Proposed  Action. — Develop  a  de¬ 
tailed  handbook  on  cost  comparisons  to 
be  issued  later  as  a  supplement  to  the 
Circular:  improve  existing  cost  guide¬ 
lines  in  the  Circular  as  an  interim  meas¬ 
ure. 

Rationale. — The  guidelines  in  para¬ 
graph  6  present  an  adequate  general 
framework  for  cost  comparisons.  How¬ 
ever,  it  is  obvious  from  comments  re¬ 
ceived,  and  from  experience  in  imple¬ 
menting  the  Circular,  that  more  specific 
guidance  is  needed  to  ensure  consistent 
application  Government-wide.  The 
parties  involved  in  A-76  decisions  want 
more  accuracy  and  consistency  in  cost 
comparisons  than  the  current  Circular 
provides. 

Preparation  of  guidelines  that  will 
produce  uniform  cost  comparisons  in  all 
agencies  is  a  comolex  undertaking.  In 
developing  this  guidance,  it  will  be  neces¬ 
sary  to  recognize  the  wide  diversity  of 
situations  and  range  of  circumstances 
in  which  the  guidance  would  have  to  be 
apnlied.  Notwithstanding  these  problems, 
DOD  experience  (in  particular,  that  of 
the  Air  Force) ,  is  proof  that  workable 
detailed  procedures  for  making  cost  com¬ 
parisons  can  be  developed  and  construc¬ 
tively  used. 

Recognizing  that  some  time  will  be  re¬ 
quired  to  prepare  a  comprehensive 
“handbook”  for  comparative  cost  anal¬ 
yses,  some  interim  improvements  can  be 
made  in  paragraph  6.  When  issued,  as  an 
appendix  to  the  Circular,  the  more  com¬ 
prehensive  guidelines  would  supersede 
paragraph  6. 

3B  Proposed  Action. — Move  toward 
fuller  costing  for  Government  costs  for 
both  contract  and  in-house  activities, 
and  provide  sufficiently  detailed  guid¬ 
ance  in  the  cost  comparison  handbook 
to  make  in-house  and  commercial  cost 
estimates  comparable. 

Rationale — ^The  basic  principle  that 
has  been  followed  in  cost  comparisons 
imder  Circular  A-76  is  to  determine,  as 
accurately  as  possible,  the  difference  be¬ 
tween  the  costs  that  the  Government 
would  incur  under  each  alternative.  With 
this  approach,  the  goal  is  to  account  for 
the  actual  dollar  impact,  although  any 
Government  overhead  or  indirect  cost 
that  remains  essentially  the  same  under 
both  alternatives  would  not  be  con¬ 
sidered. 

It  has  been  argued  that  a  purely  incre¬ 
mental  (or  marginal)  Mtimate  of  Gov¬ 


ernment  cost  can  “tilt”  the  comparison 
toward  in-house  performance  if  only 
direct  costs  are  considered.  Contractors 
are  required  by  Cost  Accounting  Stand¬ 
ards  and  other  Government  regulations 
to  allocate  all  indirect  costs  to  their  con¬ 
tractual  efforts  on  some  consistent  basis. 
While  they  may  occasionally  be  able  to 
price  a  specific  contract  at  less  than  full 
loadings  and  profit,  normally  all  costs 
must  be  allocated  to  the  contract.  Like¬ 
wise,  criticism  was  levied  at  additional 
Government  indirect  costs  incurred 
when  work  is  done  on  contract  but  not 
accoimted  for,  such  as  additional  Gov¬ 
ernment  personnel  to  monitor  contract 
work. 

Most  of  the  respondents  to  the  request 
for  comments  on  A-76,  including  GAO, 
advocate  full  costing.  It  should  be  noted 
that  GAO.  in  January  1977,  ruled  that 
reimbursable  work  between  agencies 
must  be  priced  on  a  full  cost  basis — 
including  overhead  and  depreciation.  A 
major  consideration  in  this  GAO  posi¬ 
tion  was  the  fact  that  it  would  permit  a 
more  realistic  comparison  between  the 
cost  of  interagency  support  and  the  use 
of  commercial  sources. 

Costs  for  a  Government  commercial  or 
industrial  activity  should  be  fully  al¬ 
located,  even  though  in  an  organization 
like  the  Department  of  Defense,  this 
involves  calculations  and  allocations 
based  upon  determination  of  the  benefits 
received  by  the  activity  from  other  orga¬ 
nizational  components.  Fuller  costing  of 
in-house  performance  and  Government 
indirect  costs  for  contract  performance 
is  an  appropriate  objective  for  compara¬ 
bility,  and  considerable  progress  can  be 
made  toward  identifying  and  allocating 
indirect  Government  costs. 

.?C  Proposed  Action. — Base  the  com¬ 
mercial  cost  figure  in  all  cost  compari¬ 
sons  on  a  competitive  firm  bid  or  pro¬ 
posal  from  industry. 

Rationale — A  major  problem  in  mak¬ 
ing  cost  comparisons  under  Circular 
A-76  has  been  the  deter minatiwi  of  a 
realistic  contract  cost  for  performing 
functions  which  are  being  done  in-house. 
Past  practice  has  frequently  involved  a 
constructive  estimate  of  commercial  cost, 
prepared  by  Government  personnel  close 
to  the  operation  under  study,  or  informa¬ 
tional  quotations  from  industry,  solicited 
with  clear  notice  that  no  contract  would 
be  awarded  as  a  result  of  the  quotations. 

A  recent  GAO  report  demonstrated  the 
inadequacy  of  constructive  estimates  and 
informational  quotations.  A  firm  ccan- 
petitive  bid,  compared  with  a  docu¬ 
mented  estimate  of  in-house  costs,  pro¬ 
vides  the  most  accurate  comparison  of 
relative  costs.  DOD  has  proved  the  value 
of  this  approach  through  successful  use 
for  several  years,  and  GAO  recommends 
firm  competitive  bids  as  being  far  su¬ 
perior  to  the  use  of  constructive  esti¬ 
mates  or  informaticoial  quotes. 

Under  this  procedure,  an  agaacy  con¬ 
ducting  a  review  of  a  Government  ac¬ 
tivity  or  proposed  “new  start”  must  pre¬ 
pare  a  comprehensive  statement  of  the 
work  to  be  performed.  This  statement 
should  specify  the  task  or  tasks  to  be 
done,  levels  of  performance  required,  and 
any  performance  specifications  necessary 
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to  ensure  satisfactory  results.  Specific 
manpower  levels  and  staffing  patterns 
should  be  avoided  to  permit  prospective 
contractors  to  propose  the  most  efficient 
organization  and  method  of  performance 
consistent  with  their  capability  and 
policies.  This  work  statement  will  be  used 
to  solicit  competitive  bids  or  proposals, 
and  also  as  the  basis  for  developing  the 
in-house  estimate.  While  the  Govern¬ 
ment  staffing  plan  must  comply  with 
agency  personnel  and  manpower  regu¬ 
lations.  maximum  consideration  should 
be  given  to  efficient  organization  to  per¬ 
form  the  specified  tasks. 

Every  decision  to  contract,  of  course, 
does  not  require  a  competitive  bid  to  be 
compared  with  in-house  costs.  Where 
there  is  no  in-house  capability,  and  no 
reason  to  expect  that  a  Government 
commercial  or  industrial  activity  could 
be  operated  to  meet  the  need  at  less  cost, 
the  availability  of  an  established  market 
price  mav  be  sufficient,  without  an  in- 
house  cost  study,  to  justify  a  decision  to 
contract  for  the  product  or  services. 

3D  Proposed  Action. — Prescribe  stand¬ 
ard  cost  factors  for  Circular  A-76  com¬ 
parisons  to  the  extent  feasible. 

Rationale — A  major  objective  in  the 
revision  of  Circular  A-76  is  to  achieve 
greater  stability  and  predlctabilitv  in  the 
implementation  of  the  policy.  This  re¬ 
quires  consistency  in  the  application  of 
its  guidelines  by  all  executive  agencies, 
including  greater  uniformity  in  the 
preparation  of  cost  estimates.  Progress 
toward  this  objective  can  be  achieved 
through  the  use  of  standard  factors  for 
cost  elements  which  should  be  essentially 
the  same  in  all  agencies,  such  as  retire¬ 
ment  and  insurance  benefits.  The  DOD 
experience  has  shown  the  possibilities 
for  significant  expansion  of  standard  fac¬ 
tors  over  those  currently  provided  in  Cir¬ 
cular  A-76.  They  include  factors  for; 
Federal  taxes  foregone:  the  effect  of  in¬ 
flation  on  the  cost  of  material;  antici¬ 
pated  increase  in  wages;  central  pro¬ 
curement  and  supply  system  costs  for 
supplies  and  materials:  other  indirect 
costs — central  services  above  installa¬ 
tion  level. 

Some  of  these  cost  factors  may  not 
have  application  to  agencies  outside 
DOD.  and  others  may  have  limited  ap¬ 
plication  to  major  civil  agencies.  Appro¬ 
priate  factors  could  be  developed,  how¬ 
ever.  and  applicable  guidance  for  their 
use  should  be  included  in  the  Circular 
to  achieve  optimum  uniformity  and  con¬ 
sistency  in  cost  comparison  studies. 

3E  Proposed  Action. — When  a  com¬ 
parative  cost  analysis  is  conducted  for 
an  existing  Government  commercial  or 
industrial  activity,  provide  a  cost  mar¬ 
gin  supporting  the  continuation  of  the 
activity  that  is  equal  to  10  percent  of  the 
estimated  personnel-related  costs. 

Rationale — Current  provisions  of  A- 
76.  with  re.spect  to  cost  comparison  mar¬ 
gins,  emphasize  the  policy  of  reliance  on 
the  private  sector  by  requiring  a  showing 
of  significant  savings  to  support  in  -house 
performance.  For  existing  activities,  no 
;pecific  margin  is  provided,  but  the  sav¬ 
ings  need  to  be  sufficient  to  outweigh  the 
disadvantages  of  Government  involve- 
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ment  in  commercial  and  industrial 
activities. 

At  present,  no  consideration  is  given  in 
cost  comparisons  to  the  potential  loss  of 
production,  decrease  in  efficiency  and 
effectiveness,  or  unpredictable  risks  that 
result  anytime  a  change  is  made  in  the 
method  of  operation  from  in-house  to 
contract.  The  Government  may  incur 
costs  as  a  result  of  going  contract  that 
are  overlooked  unless  they  can  be  esti¬ 
mated  and  quantified  with  reasonable 
accuracy,  (termination  benefits  to  Gov¬ 
ernment  employees,  premature  retire¬ 
ment  costs,  excess  relocation/ retraining 
costs,  and  employee  “saved”  pay  provi¬ 
sions) .  Though  intangible  and  difficult  to 
quantify,  the  costs  of  personnel  turbul¬ 
ence — both  in  human  and  in  economic 
terms — are  real. 

In  consideration  of  all  these  factors, 
and  in  the  interests  of  minimizing  per¬ 
sonnel  turbulence,  a  differential  support¬ 
ing  the  status  quo  would  be  appropriate. 
The  amount  of  that  factor  must  be  suf¬ 
ficient  to  have  a  significant  effect  on 
cost  comparison  studies.  Since  personnel 
considerations  are  the  major  area  ad¬ 
dressed  in  the  rationale  for  such  a  differ¬ 
ential.  the  cost  factor  should  only  be 
applied  to  personnel  costs — salaries  and 
related  benefits.  Applying  the  differential 
to  depreciation  on  capital  facilities,  ma¬ 
terials.  and  supplies  would  inflate  its  im¬ 
pact  beyond  the  personnel  considerations 
which  are  the  source  of  concern.  Con¬ 
sequently.  a  differential  of  10  percent  of 
personnel  costs,  favoring  continuation  of 
the  existing  activity,  would  be  an  ap¬ 
propriate  provision  in  the  Circular. 

3F  Proposed  Action. — When  a  com¬ 
parative  cost  analysis  is  conducted  for 
a  proposed  new  Government  commercial  . 
or  industrial  activity,  provide  a  cost  mar¬ 
gin  supporting  commercial  performance 
that  is  equal  to  10  percent  of  the  esti¬ 
mated  personnel  costs  and  25  percent  of 
the  estimated  cost  for  facilities  and  ma¬ 
terials. 

Rationale. — In  deciding  to  initiate  a 
new  commercial /industrial  activity  in- 
house.  the  Government  encounters  cer¬ 
tain  financial  risks  and  un:ertainties. 
Losses  may  occur  due  to  such  factors  as 

( a )  obsolescence  of  plant  and  equipment ; 

(b)  obsolescence  in  training  and  ass(x:i- 
ated  personnel  investments;  and  (c)  un¬ 
anticipated  reductions  in  the  Govern¬ 
ment’s  requirements  for  a  product  or 
service.  Recognition  of  these  factors  re¬ 
sulted  in  the  establishment  of  a  mini¬ 
mum  cost  differential  (i.e.,  a  “New  Start” 
should  not  be  approved  unless  costs  of 
the  Government  activity  will  be  at  least 
10  percent  less  than  the  costs  of  obtain¬ 
ing  the  product  or  service  from  a  com¬ 
mercial  source) .  This  cost  margin  is  also 
considered  to  compensate  for:  State  and 
local  taxes  foregone;  government  costs 
that  are  overlooked  because  they  are  not 
identified  and  quantified;  government 
costs  not  considered  because  of  the  in¬ 
cremental  approach:  and  tangible,  but 
nonquantifiable,  economic  benefits 
through  reliance  on  the  private  sector. 

The  need  for  a  cost  margin  to  support 
the  policy  of  reliance  on  the  private  sec¬ 
tor  and  to  cover  risks  associated  with 


Government  investment  and  operation  is 
widely  recognized  in  connection  with  new 
starts.  The  Commission  on  Government 
Procurement  (and  more  recently  the 
Comptroller  General)  recommended 
that  the  cost  margin  favoring  commer¬ 
cial  performance  of  new  starts  be  fixed 
at  a  minimum  of  10  percent  with  an 
additional  margin  up  to  15  percent  au¬ 
thorized  to  cover  the  risk  factor.  A  cost 
margin  along  the  lines  recommended  by 
the  Procurement  Commission  would  give 
desirable  emphasis  to  the  policy  prefer¬ 
ence  for  the  private  sector  when  con¬ 
sidering  new  starts.  The  Government 
should  not  undertake  new  starts  on  the 
basis  of  cost  advantage  unless  there  are 
unusual  circumstances  that  strongly 
support  that  action  in  the  national  in¬ 
terest. 

Since  this  proposal  refers  only  to  a 
proposed  new  Government  commercial 
or  industrial  activity,  and  not  expan¬ 
sions.  modernizations,  etc.,  which  are 
presently  treated  as  “new  starts”  in  Cir¬ 
cular  A-76.  the  policy  can  be  applied 
more  rigorously  without  concern  for 
sunk  capital  investment  or  an  incumbent 
Government  work  force.  The  margin  of 
10  percent  of  estimated  personal  cost  is 
consistent  with  the  margin  favoring  the 
status  quo  in  studies  of  existing  Govern¬ 
ment  activities.  The  additional  margin, 
25  percent  of  other  costs,  provides  a  tan¬ 
gible  expression  of  the  basic  policy  of 
the  Circular:  it  also  recognizes  the  risks 
inherent  in  Government  investment  in 
industrial  facilities.  The  use  of  a  fixed 
figure  (in  lieu  of  the  variable  factor 
recommended  by  the  Prorurement  Com¬ 
mission)  is  proposed  in  order  to  avoid 
inconsistent  application  between  agen¬ 
cies  and  discrepancies  in  individual  cost 
studies.  The  maximum  value  from  the 
Commission  recommendation  is  selected 
because  it  is  being  applied  to  a  much 
smaller  base  (excluding  personnel- 
related  costs),  and  is  applicable  only 
to  newly-proposed  activities. 

3G  Proposed  Action. — Calculate  Gov¬ 
ernment  employee  retirement  cost  on  a 
dynamic  normal  cost  basis. 

Rationale — The  purpose  for  develop¬ 
ing  a  retirement  cost  factor  is  to  assist 
in  determining,  as  accurately  as  possible, 
the  cost  that  the  Government  will  incur 
as  a  result  of  a  decision  to  provide  a 
specific  product  or  service  with  Govern¬ 
ment  employees  rather  than  obtain  it 
from  a  commercial  source.  Primary  con¬ 
sideration.  therefore,  should  be  prospec¬ 
tive  and  directed  toward  the  cost  that 
the  Government  is  liable  to  incur  in  the 
future,  without  regard  to  existing  obli¬ 
gations. 

Net  outlays  from  the  Civil  Service 
Commission  Retirement)!  (CSR)  Fund 
have  been  used  as  a  temporary  measure 
of  retirement  cost  solely  because  of  the 
simplicity  of  the  approach,  total  pay¬ 
ments  to  annuitants,  less  contributions 
of  active  employees,  expressed  as  a  per¬ 
centage  of  salary.  'This  approach,  which 
produced  a  factor  of  approximately  14.1 
percent  of  salary  for  PY  1976,  does  not 
correlate  with  the  actual  future  cost 
consequences  of  a  decision  to  use  Gov¬ 
ernment  employees,  because  it  is  based 
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on  costs  already  incurred.  Actually,  its 
effect  can  be  the  inverse  of  true  cost 
liability.  For  example,  a  decision  to-  ter¬ 
minate  a  large  Government  activity  in 
favor  of  commercial  sources  would  de¬ 
crease  the  Government  liability  for  fu¬ 
ture  CSR  costs.  The  reduction  in  active 
employee  contributions,  however,  would 
cause  a  cost  factor  based  on  net  outlays 
to  increase  in  the  near  term.  Such  a 
cost  factor  would  be  an  inappropriate 
measiu^  of  the  impact  on  retirement 
costs. 

Total  cost  to  the  Government  has  been 
explored  as  a  method  for  measuring  the 
cost  of  the  CSR  system.  This  cost  con¬ 
sists  of  the  annual  agency  contribution 
(7  percent  of  salary)  and  the  additional 
payments  made  directly  into  the  fund 
under  Pub.  L.  91-93.  This  additional 
payment  consists  of  the  current  install¬ 
ments  of  the  30-year  payments  which 
haye  been  initiate  each  year  to  cover 
the  cost  of  increased  benefits,  interest 
on  the  unfunded  liability,  and  a  small 
amount  to  cover  benefits  due  to  prior 
military  service.  After  adjustment  to 
eliminate  the  effect  of  nast  Government 
failure  to  make  matching  contributions 
when  due,  this  cost  approa^’h  produced  n 
factor  of  19.9  percent  for  FY  1974.  which 
will  increase  each  year  as  new  30-year 
payment  series  are  initiated.  A  major 
disadvantage  of  this  measure  of  cost  is 
that  it  is  based  on  obligations  already 
incurred,  rather  than  future  costs. 

A  normal  cost  projection  is  the  ac¬ 
cepted  actuarial  method  for  determining 
the  cost  of  a  retirement  program.  The 
normal  cost  is  the  amount  of  money  that 
must  be  invested,  at  an  anticipated  in¬ 
terest  rate,  to  provide  retirement  bene¬ 
fits  when  due  for  a  typical  groun  of  new 
employees.  A  static  normal  co^t  pro  lee - 
tk>n,  however,  assumes  no  change  in 
lienefit  levels  in  the  future — no  general 
salary  increases,  no  liberalisation  of 
beneMs.  and  no  finer ea<»es  in  nayTU“ntfi 
to  annuitants.  Current  funding  of  Civil 
Service  retirement  by  emr>lovees  and 
agencies  is  based  on  a  static  normal  cost 
projection  which  produced  a  factor  of 
approximately  14  percent  of  salarv.  Use 
of  this  approach  for  costing  purposes 
would  place  Government  cost  at  the  level 
of  contributions  made  bv  the  agency,  7 
percent  of  the  salary,  which  has  been 
almost  universally  recognized  to  be  un¬ 
realistically  low. 

Failure  of  the  static  normal  cost  pro¬ 
jection  to  consider  benefit  increases 
results  in  an  understatement  of  future 
cost  which  the  Board  of  Actuaries  for 
the  CSR  system  has  estimated  at  $1.2 
billion  per  year.  For  years,  the  Board  has 
recommended  that  the  dynamic  normal 
cost  be  recognized  and  used  as  part  of 
the  basis  for  funding  the  retirement  sys¬ 
tem.  This  approach  incorporates  the  cost 
of  future  benefit  increases  resulting  from 
general  salary  increases  (60  percent 
since  1969)  and  CPI  driven  increases  in 
annuitant  payments  (80  percent  since 
1969).  The  Comptroller  General,  on  a 
number  of  occasions,  has  strongly  sup¬ 
ported  dynamic  normal  cost  as  the  only 
useful  measure  for  determining  Civil 
Service  retirement  costs.  This  is  also  the 


approach  that  is  required  by  law  for 
evaluating  and  funding  private  pension 
rlans  under  ERISA.  Dynamic  normal 
cost  projection  requires  assupmtions  for 
future  average  salary  increases  for  Gov¬ 
ernment  employees,  inflation,  and  the 
interest  rate  for  funds  in  the  retirement 
system. 

Normal  cost  projections  are  made  with 
the  actuarial  model  of  the  CSR  system, 
which  is  maintained  by  the  Chief  Ac¬ 
tuary  of  the  Civil  Service  Commission. 
This  model  was  recently  analyzed  by  the 
General  Accounting  Office  and,  with 
some  minor  adiustm^nt,  was  validated. 

2H  Proposed  Action. — In  calculating 
the  dynamic  normal  cost  of  the  Civil 
Service  Retirement  System,  use  the  fol¬ 
lowing  economic  assumotions,  which 
were  recommended  by  the  Council  of 
Economic  Advisers. 

Average  real  annual  salary  increase: 

1.5  percent. 

Average  real  interest  rate:  2.5  percent. 
Average  inflation  rate:  4  percent. 

These  assumptions  rroduce  a  Gov¬ 
ernment  cost  factor  of  20.4  percent  of 
salary. 

Rationale. — Historically,  two  alterna¬ 
tive  approaches  have  been  taken  toward 
estimating  dynamic  normal  costs.  One  is 
to  exclude  inflation  from  the  analysis — 
because  of  the  inherent  weakness  of  in¬ 
flation  projections — and  to  estimate  real 
wage  increases  and  the  level  of  real  in¬ 
terest  rates.  The  other  approach  includes 
inflation  in  the  analysis  with  calcula¬ 
tions  made  in  current  dollars  and  inter¬ 
est  rates. 

In  1976.  the  former  approach  v-as 
used.  At  that  time,  OMB  estimated  the 
annual  rate  of  real  wage  increases  to 
be  1  percent  and  the  real  interest  rate 
to  be  2  percent.  These  assumptions  pro¬ 
duced  a  Government  reWrem®nt  cost 
fa'-tor  of  24  7  percent  of  pavroll.  An  al¬ 
ternative  estimate  of  29  7  pergent  re¬ 
sulted  from  GAO  assumptions  of  0  per¬ 
cent  for  real  wage  increases  and  1  per¬ 
cent  for  the  real  rate  of  interest. 

In  the  reevaluation  of  the  retirement 
cost  factor,  the  Council  of  Economic  Ad¬ 
visers  has  estimated  the  annual  rate  of 
real  wage  increase  to  be  1.5  percent  and 
the  real  interest  rate  to  be  2.5  percent. 
The  use  of  a  factor  for  inflation  involves 
working  with  current  dollars  and  inter¬ 
est  rates;  that  is  the  annual  rate  of  wage 
increases  becomes  5.5  percent  and  the 
interest  date  is  6.5  percent.  The  4  per¬ 
cent  inflation  factor  was  chosen  because 
it  is  the  Administration’s  5-year  goal, 
and  because  it  is  midway  between  cur¬ 
rent  inflation  rates  and  the  inflation 
rates  of  the  early  sixties.  These  assump¬ 
tions  are  consistent  with  the  Adminis¬ 
tration’s  long-term  economic  projec¬ 
tions,  and  provide  our  most  realistic  pre¬ 
diction  for  future  trends  in  these  eco¬ 
nomic  parameters.  It  would  be  difficult 
to  support  economic  assumptions  for 
evaluating  the  cost  of  Civil  Service  re¬ 
tirement  which  differ  from  the  Adminis¬ 
tration’s  assumptions  for  other  economic 
purposes. 

Using  these  economic  assumptions  with 
the  Civil  Service  Commission’s  actuarial 


model  of  the  retirement  system,  as  modi¬ 
fied  in  the  GAO  review  and  validation, 
produces  a  cost  factor  of  27.4  percent 
of  salary.  A.ssuming  that  the  level  of  em¬ 
ployee  contributions  will  remain  at  7 
percent  of  salary,  the  balance  of  the  cost, 
20.4  percent  of  salary,  must  be  borne  by 
the  Government. 

31  Proposed  Action. — Continue  to  use 
a  single  actuarial  model  and  a  single  re¬ 
tirement  cost  factor  for  all  employees 
covered  by  the  Civil  Service  Retirement 
System. 

Rationale — Historically,  actuarial 
analyses  and  cost  projections  for  the 
CSR  system  have  been  based  on  ove’’all 
averages  for  all  the  personnel  covered  by 
the  system,  approximately  2.7  million 
Federal  and  District  of  Columbia  em¬ 
ployees.  It  has  been  proposed  that  sep¬ 
arate  retirement  cost  factors  be  com¬ 
puted  for  different  occupations  or  cate¬ 
gories  of  employees,  on  the  assumption 
that  these  factors  would  vary  signifi¬ 
cantly  and  provide  a  more  realistic  esti¬ 
mate  of  Government  retirement  costs  for 
any  suecific  activity  being  reviewed  un¬ 
der  Circular  A-76. 

To  undertake  such  a  computation,  or 
to  even  evaluate  the  proposal,  it  would  be 
necessary  to  determine  what  categories 
should  be  isolated  for  .separate  compu¬ 
tations.  A  breakdown  by  occunation 
would  require  such  an  extensive  prolifer¬ 
ation  of  actuarial  models  as  to  be  im¬ 
practical — blue  collar  workers  include 
annroximatelv  1,200  occunations  in  31 
job  family  grou’w,  and  white  collar  work¬ 
ers  are  found  in  more  than  400  occupa¬ 
tions  in  23  occupational  groups.  Even 
using  the  larger  groups  would  Involve  54 
different  models  and  cost  factors. 

A  gross  breakdown  bv  blue  collar  and 
white  collar  workers  would  be  a  more 
feasible  undertaking;  but  separation  by 
organiaation  and  some  special  functional 
eategories  noight  be  even  more  meaning¬ 
ful:  e.g.,  the  Postal  Service,  District  of 
Columbia,  Members  and  employees  of 
Congress,  air  traffic  controllers,  law  en¬ 
forcement  and  firefighter  personnel,  and 
othw  executive  branch  employees.  In 
several  of  the.se  categories  the  require¬ 
ments  for  retirement  and  the  benefits 
and  ''or  contributions  vary  from  the  norm 
for  the  sv.stem.  and  the  possibility  of  a 
significant  difference  in  cost  factors  is 
greater. 

Before  proceeding  with  such  an  analy¬ 
sis,  however,  it  is  prudent  to  consider  the 
consequences  of  a  determination  that  the 
cost  of  retirement  benefits  varies  sig¬ 
nificantly  between  categories  of  covered 
employees. 

1.  If  the  cost  for  any  category  is  shown 
to  be  less  than  the  average,  employees 
in  that  group  could  demand  that  their 
contribution  be  less  than  the  average. 

2.  If  the  cost  for  any  category  is  above 
the  average,  those  employees  could  ob¬ 
ject  to  paying  higher  contributions  and 
to  having  that  factor  used  in  cost  studies 
under  Circular  A-76. 

3.  Comparability  studies  of  total  com¬ 
pensation  compared  to  private  industry, 
which  are  currently  in  process,  could  be 
seriously  distorted  or  made  prohibitively 
complex. 
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4.  If  comparability  on  total  compensa¬ 
tion  is  adopted,  varying  values  for  re¬ 
tirement  benefits  could  cause  an  em¬ 
ployee  to  be  paid  more  or  less  than  an 
employee  in  the  same  grade  in  a  different 
occupation  or  organization. 

5.  Cost  comparison  guidelines  and  cost 
analyses  under  Circular  A-76  would  be¬ 
come  more  complex  instead  of  simpler 
and  more  consistent,  which  is  one  of  the 
objectives  of  this  review. 

6.  Depending  upon  the  number  of 
categories  selected,  the  administrative 
workload  for  the  Civil  Service  Commis¬ 
sion  in  developing  and  maintaining 
separate  actuarial  models  could  become 
excessive. 

7.  Funding  studies  for  the  CSR  sys¬ 
tem.  presently  in  process,  would  be  seri¬ 
ously  affected. 

In  view  of  the  difficulty  in  identifying 
specific  categories  of  employees  for 
which  individual  retirement  cost  factors 
might  signiificantly  vary  (that  would  be 
meaningful  in  A-76  cost  studies),  and 
the  potential  for  disruption  of  the  ac¬ 
countability  and  funding  for  the  entire 
CSR  system,  it  is  proposed  that  cost  and 
funding  studies  of  the  system  continue 
to  u.se  overall  averages. 

3J  Proposed  Action. — The  retirement 
cost  factor  should  be  reviewed  at  some 
regular  interval,  preferably  every  five 
years. 

Rationale. — The  retirement  cost  fac¬ 
tor  is  a  sensitive  area  in  cost  comnari- 
sons  under  Circular  A-76  Slight  shifts  in 
some  economic  assumptions  can  change 
the  cost  factor  significantly.  Since  there 
is  no  “perfect"  way  to  determine  the 
most  accurate  economic  assumptions  or 
to  estimate  the  true  cost,  there  will  al¬ 
ways  be  questions  about  the  assumptions 
and  methodology  that  are  used. 

The  proper  frequency  for  a  periodic 
review  would  depend  upon  the  rate  at 
which  the  economic  parameters  on  which 
the  factor  is  based  can  be  expected  to 
change.  Short-term  economic  estimates 
may  change  on  a  monthly  basis;  however, 
long-term  (more  than  5-year)  estimates 
are  relatively  stable.  Long-range  esti¬ 
mates,  which  are  used  for  the  economic 
assumptions  in  this  application,  are  es¬ 
sentially  projections  of  long-term  his¬ 
torical  trends  and  are  not  likely  to 
change  very  often,  though  they  may  vary 
in  the  long  run. 

A  major  advantage  in  using  the  dy¬ 
namic  normal  cost  approach  is  that  the 
cost  factor  should  remain  relatively  con¬ 
stant  over  the  years.  Adjustments  should 
be  required  only  when  there  is  a  change 
in  the  economic  assumptions  <  which  is 
the  most  likely  occurrence)  or  a  revision 
of  the  actuarial  model  to  reflect  a  shift 
in  employee  population  or  a  modification 
of  the  program. 

Disadvantages  of  a  periodic  review 
would  include  the  staff  and  computer 
time  necessary  to  run  the  calculations, 
and  the  impact  on  agency  implementa¬ 
tion  programs.  Frequent  revision  of  the 
cost  factor,  and  anticipation  of  such  re¬ 
visions.  would  mitigate  against  the  sta¬ 
bility  which  is  being  sought  for  the  pro¬ 
gram.  Since  the  r  tirement  cost  factor 
issued  by  OMB  under  Circular  A-76  is 


the  only  realistic  estimate  of  this  cost 
that  has  been  officially  published,  it  has 
been  used  for  many  different  applica¬ 
tions.  Frequent  changes  in  the  number, 
unless  actually  required  for  optimum  ac¬ 
curacy,  would  have  a  de-stabilizing  effect 
on  other  areas  outside  of  Circular  A-76 
implementation.  Under  this  proposal,  the 
retirement  cost  factor  would  be  reviewed 
in  1982.  The  Council  of  Economic  Ad¬ 
visers  would  be  asked  to  re-evaluate  the 
economic  assumptions,  and  the  Civil 
Service  Commission  would  review'  their 
actuarial  model  and  the  calculations. 

3K  Proposed  Action. — Amend  Circular 
A-76,  at  a  future  time,  to  establish  a  cost 
factor  for  Social  Security,  if  and  w'hen 
Congress  and  the  Administration  act  to 
fund  Social  Security  liabilities  from  gen¬ 
eral  revenues. 

Rationale — A  commitment  to  establish 
a  cost  factor  for  Social  Security  benefits 
for  contract  workers  (for  A-76  cost  com¬ 
parisons!  would  be  responsive  to  poten¬ 
tial  future  cost  to  the  Government,  if 
and  when  Congress  and  the  Administra¬ 
tion  act  to  fund  Social  Security  liabilities 
from  general  revenues.  Historically,  all 
work -related  benefits  under  Social  Se¬ 
curity  have  been  paid  from  a  trust  fund 
financed  by  contributions  from  covered 
employees  and  their  employers.  There 
has  been  no  cost  to  the  Government  for 
this  program — even  the  administrative 
costs  have  been  borne  by  the  trust  fund. 
Recent  projections  of  a  shortage  in  fund¬ 
ing  within  the  next  few  years,  how'ever, 
have  led  to  speculation  that  a  Govern¬ 
ment  subsidy  may  be  required  to  main¬ 
tain  the  solvency  of  the  trust  fund. 

The  Comptroller  General,  in  reviewing 
the  Civil  Service  retirement  cost  factor 
developed  on  a  dynamic  cost  basis  in 
1976,  suggested  applying  the  same  ap¬ 
proach  to  Social  Security  on  the  basis 
that  the  employer  and  employee  con¬ 
tributions  “may  be  insufficient  to  cover 
the  full  costs  of  employee  benefits  accru¬ 
ing  under  the  system,”  and  “there  is  a 
possibility  that  some  portion  of  any  ad¬ 
ditional  costs  will  eventually  be  borne 
by  the  Federal  Government.”  This  rec¬ 
ommendation  w'as  supported  by  a  state¬ 
ment  from  the  Social  Security  Adminis¬ 
tration  that  contributions  are  not  ade¬ 
quate  to  finance  future  liability  for  bene¬ 
fits,  and  reference  to  estimates  of  un¬ 
funded  liability  w'hen  range  above  a  tril¬ 
lion  dollars 

It  is  difficult  to  draw  the  parallel  be¬ 
tween  Social  Security  and  the  CSR  sys¬ 
tem  that  is  implied  by  this  suggestion. 
Social  Security  has  never  been  treated  or 
funded  as  a  pension  plan,  with  contribu¬ 
tions  invested  to  bear  interest  and  pay 
future  benefits — the  sheer  magnitude  of 
the  program  makes  this  approach  impos¬ 
sible.  If  fully  funded.  Social  Security 
would  have  a  trust  fund  of  $2.7  to  $4  1 
trillion  (depending  on  a.ssumptions  for 
interest  rates  and  other  factors),  which 
far  exceeds  any  investment  opportunities 
in  Government  bonds  or  the  stock  mar¬ 
ket.  The  pay-as-you-go  financing  ap¬ 
proach  was  adopted  as  a  matter  of  neces¬ 
sity.  and  benefits  for  the  last  generation 
are  paid  by  contributions  from  the  cur¬ 
rent  generation.  Under  such  a  plan,  the 


relationship  betw'een  contributions  and 
dynamic  normal  cost  becomes  immate¬ 
rial;  the  significant  factor  is  the  relation¬ 
ship  betw'een  contributions  and  benefits 
currently  due.  The  long-range  financial 
problems  of  Social  Security  are  a  result 
of  demographic  shifts  in  the  population 
which  show  a  decrease  in  the  ratio  of 
employed  workers  to  beneficiaries  of  the 
system  after  the  year  2010. 

A  significant  feature  of  using  a  dy¬ 
namic  normal  cost  approach  for  the 
CSR  cost  factor  is  that  it  disregards  the 
unfunded  liability  of  the  system  (esti¬ 
mated  at  $120  billion)  and  focuses  on 
future  costs.  Consequently,  dynamic  nor¬ 
mal  cost  analysis  does  not  address  the 
adequacy  of  present  funding  to  meet 
liabilities  already  incurred,  but  indicates 
the  future  cost  consequencies  of  an  A-76 
decision.  On  the  other  hand,  concern  for 
Social  Security  has  been  based  primarily 
on  projections  of  a  shortage  of  funds  to 
meet  current  liabilities,  w'hich  is  a  func¬ 
tion  of  net  outlays,  not  normal  cost.  A 
number  of  proposals  have  been  made  to 
minimize  the  projected  shortage — elimi¬ 
nation  of  double-indexing,  increasing 
contribution  rates,  increasing  salary 
subject  to  Social  Securitv,  increasing  re¬ 
tirement  age.  decreasing  secondary 
benefits  and  covering  Federal  employees 
Anv  of  these  changes  would  decrease  the 
anticipated  deficit  (it  has  been  estimated 
that  double-indexing  alone  accounts  for 
30  oercent'  and  a  combination  of  them 
could  eliminate  it  entirely,  without  re- 
ga’-d  to  normal  cost. 

The  major  Question  to  consider  under 
this  issue  is  whether  there  is  a  basis  to 
assume  that  any  costs  for  w'ork-related 
benefits  under  Social  Security  will  be 
borne  by  the  Federal  Government.  As 
long  as  the  benefits  are  paid  from  em¬ 
ployee-employer  contributions,  there 
is  no  reason  to  relate  Social  Security  to 
cost  comparisons  under  Circular  A-76 
The  numerous  proposals  made  to  “save" 
Social  Security  are  under  consideration 
by  the  Congress,  and  there  are  recent 
indications  tliat  the  subject  is  being 
seriously  regarded.  In  addition,  there  are 
strong  indications  that  the  Government 
will  not  directly  help  fund  Social  Secu¬ 
rity  liabilities.  Recently,  the  Administra¬ 
tion  proposed  that  general  revenues  be 
used  to  subsidize  part  of  the  Social  Secu¬ 
rity  costs  when  the  economy  is  in  a  re¬ 
cession  and  unemployment  exceeds  7 
percent.  This  proposal  w'as  rejected  by 
Congress,  which  has  reaffirmed  the  basic 
principle  of  keeping  Social  Security  a 
self-financing  system.  Therefore,  it  is 
difficult  to  make  an  assumption  that  at 
some  time  in  the  future  Congress  will 
fundamentally  change  the  financing  of 
Social  Security. 

The  question  of  legislative  action  on 
Social  Security  is  e'sentially  a  political 
one.  not  an  economic  issue.  Any  predic¬ 
tion  tliat  Congress  will  change  the 
funadmental  nature  of  Social  Security 
and  require  funding  from  general  reve¬ 
nue  is  highly  speculative — the  details  of 
how  they  might  provide  such  a  subsidy, 
if  at  all.  ere  even  more  difficult  to  antic¬ 
ipate.  Without  such  details,  it  would  be 
impossible  to  make  any  reasonable  eco- 
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nomic  projection  of  cost  to  permit  com¬ 
putation  of  a  cost  factor.  We  do  a?ree, 
however,  that  if  and  when  Congress  and 
the  Administration  decide  to  fund  Social 
Security  liabilities  from  general  reve¬ 
nues,  we  will  establish  a  cost  factor  for 
Social  Security  to  be  used  in  A-76  cost 
comparisons. 

3L  Proposed  Action. — ^Describe  the  cost 
elements  to  be  included  in  the  commer¬ 
cial  cost  figure  (in  addition  to  contract 
price)  in  more  specific  terms. 

Rationale. — Circular  A-76  currently 
provides  an  extensive  listing  of  cost  ele¬ 
ments  to  be  considered  in  determining 
the  cost  of  obtaining  needed  goods  or 
services  from  a  commercial  source.  While 
the  list  is  comprehensive,  some  areas  are 
rather  general  in  coverage  and  greater 
specificity  is  needed  to  achieve  desirable 
uniformity  in  the  application  of  the  cost 
elements.  Currently  the  list  includes; 

(a)  Transportation  charges. 

(b)  Expenses  of  preparing  bid  invita¬ 
tions,  evaluating  bids,  and  negotiating, 
awarding,  and  managing  contracts. 

(c)  Cost  of  materials  furnished  by  the 
Government  to  contractors. 

(d)  Appropriate  charges  for  Govern¬ 
ment-owned  equipment  and  facilities 
used  by  contractors. 

(e)  Costs  for  incentive  or  premium 
provisions  in  contracts. 

(f)  Costs  for  preparing  and  maintain¬ 
ing  in  standby  status  any  Government 
facility  which  is  discontinued  as  a  result 
of  a  decision  to  use  a  commercial  source, 
and  which  is  retained  by  the  Govern¬ 
ment  for  mobilization  or  other  reasons. 

(g)  Premature  retirement  costs  for 
Government  personnel  whose  early  re¬ 
tirement  is  caused  by  a  decision  to  use  a 
commercial  source. 

(h)  All  other  identifiable  costs  of  com¬ 
mercial  performance. 

These  guidelines  wil  be  expanded  and 
incorporated  into  the  cost  comparison 
handbook,  but  some  additional  guidance 
can  be  provided  as  an  interim  measure. 

The  ex’^ense  of  nreoaring  bid  invita¬ 
tions  and  evaluating  bids,  under  the 
“firm  bid”  procedure  being  proposed,  is 
part  of  the  cost  comparison  process  and 
should  not  be  included  in  the  commercial 
cost  figure. 

The  maximum  value  of  an  incentive  or 
premium  provision  in  a  contract  is  rarely 
earned.  The  proper  figure  for  inclusion 
in  the  c  oatyalns 

in  the  cost  analvsis  is  a  realistic  estimate 
of  the  amount  that  is  likely  to  be  paid, 
based  on  agency  experience. 

Costs  for  preparing  and  maintalnme 
an  idled  Government  facility  in  standby 
status  shoud  be  included  onlv  when  there 
is  a  sound  justification  for  retention  o^ 
the  facility  for  mobilization  or  other 
specific  purposes.  If  the  Government’s 
present  and  probable  future  needs  can 
reasonably  be  r-rovided  bv  commercial 
sources,  the  facility  should  be  disestab¬ 
lished. 

Premature  retirement  costs,  severance 
pay,  and  training  and  relocation  costs 
for  displaced  Government  workers  should 
be  included  when  there  is  a  reasonably 
firm  basis  for  determining  thp  amount 
of  such  costs  that  will  be  incurred.  Cal¬ 


culation  of  any  costs  for  Civil  Service  re¬ 
tirement  requires  a  thorough  analysis  of 
the  impact  of  expected  retirements  and 
terminations  on  the  cost  of  the  system, 
including  savings  from  those  employees 
who  wull  probably  drop  out  of  the  system. 
Training  and  relocation  costs  for  reas¬ 
signment  of  Government  personnel  are 
proper  only  to  the  extent  that  they  will 
exceed  the  normal  training  and  reloca¬ 
tion  costs  for  filling  the  new  positions. 
When  costs  due  to  “saved  pay”  provisions 
for  Government  employees  are  included, 
it  should  be  only  to  the  extent  that  they 
can  be  realistically  estimated.  Terminal 
leave  is  not  a  proper  co.st,  since  it  repre¬ 
sents  an  obligation  already  incurred  by 
the  Government  which  must  be  paid 
eventually. 

3M  Proposed  Action. — Describe  the 
cost  elements  to  be  included  in  the  Gov¬ 
ernment  cost  figure  (in  addition  to  direct 
salary  of  assigned  personnel)  in  more 
specific  terms. 

Rationale. — Circular  A-76  currently 
provides  an  extensive  list  of  cost  ele¬ 
ments  to  be  considered  in  determining 
the  cost  of  a  Government  commercial  or 
industrial  activity.  This  list  is  also  gen¬ 
eral  in  nature  and  more  specificity  and 
guidance  is  needed  for  uniformity.  Cur¬ 
rently,  the  list  includes : 

(a)  Government  employee  benefits — 
retirement  (full  cost  of  a  normal  cost 
basis).  Social  Security  where  applicable, 
insurance,  health  and  medical  plans  (in¬ 
cluding  services  of  Government  medical 
facilities),  living  allowances,  uniforms, 
leave,  termination  and  separation  allow¬ 
ances,  travel  and  moving  expenses,  and 
claims  paid  through  Bureau  of  Employ¬ 
ee’s  Compensation.  (Comparable  costs  for 
commercial  performance  are  included  in 
the  contract  price,  usually  as  overhead.) 

(b)  Materials,  supplies,  and  utilities. 

(c)  Maintenance  and  repair. 

(d)  Damage  or  loss  of  property  (un¬ 
insured  losses,  insurance,  loss  and  dam¬ 
age  claims) . 

(e)  Federal  taxes  foregone. 

(f)  Depreciation  on  newly  required  fa¬ 
cilities  and  equipment. 

(g)  Current  market  value  of  equip¬ 
ment  or  facilities  that  become  excess 
when  a  commercial  source  is  used. 

(h)  Interest  on  new'  or  additional  cap¬ 
ital  investment. 

(i)  Additional  indirect  cost  attribut¬ 
able  to  the  Government  C/I  activity  for 
management  and  staff  support. 

Other  possible  cost  elements  have  been 
proposed  during  our  reviews,  including: 
state  and  local  taxes  lost;  follow-on  costs 
for  expanding,  removing,  and  replacing 
facilities  and  equipment;  depreciation 
on  facilities  and  equipment  already 
owned  by  the  Government;  overhead, 
and  support  received  from  other  agen¬ 
cies.  There  are  possibly  other  elements 
that  merit  consideration. 

State  and  local  taxes  lost  would  be 
extremely  difficult  to  evaluate  in  view 
of  the  numerous  jurisdictions  involved, 
and  are  more  appropriately  included  as 
a  consideration  in  justifying  the  cost 
margin  favoring  the  private  sector. 

Depreciation  on  facilities  and  equip¬ 
ment  already  owned  by  the  Government 


has  been  excluded  in  the  past  due  to  the 
use  of  incremental  cost  for  Government 
performance,  and  W'ould  be  difficult  to 
determine  since  Government  property 
records  are  not  set  up  to  record  depre¬ 
ciation.  ’The  proposed  action  which  calls 
for  fuller  recognition  of  indirect  Gov¬ 
ernment  costs  would  require  identifica¬ 
tion  and  allocation  of  depreciation  on 
all  capital  equipment.  Until  more  specific 
guidance  can  be  developed  and  issued  in 
the  cost  comparison  handbook,  some  off¬ 
set  for  this  omission  is  provided  by  in¬ 
cluding  the  market  value  of  Government 
facilities  and  equipment  that  would  be¬ 
come  excess  when  a  commercial  source 
is  used. 

Agency  overhead,  support  received 
from  other  agencies,  and  other  indirect 
costs  supporting  the  actMty  will  have  to 
be  considered  in  developing  guidelines  for 
fuller  allocation  of  indirect  Government 
costs.  Use  of  the  discounting  approach  in 
Circular  A-94,  to  obtain  present  value 
of  all  costs,  will  eliminate  the  need  for 
including  a  Government  interest  cost  on 
capital  investments. 

3N  Proposed  Action. — Revised  Circu¬ 
lar  A-76  guidelines  to  use  a  standard  and 
consistent  present  value  analysis  as  pre¬ 
scribed  by  OMB  circular  A-94  for  capital 
investments,  and  amortize  any  conver¬ 
sion  costs  over  a  time  period  that  is  ap¬ 
propriate  for  the  nature  of  the  activity. 

Rationale. — ’The  timing  of  outlays  for 
operating  expenses  under  both  alterna¬ 
tives  should  be  practically  the  same. 
However,  where  there  are  significant 
capital  investments  required  by  the  Gov¬ 
ernment.  the  costs  should  be  discounted 
in  a  manner  consistent  with  OMB  cir¬ 
cular  A-94. 

OMB  Circulars  A-76  and  A-94  are  not 
fundamentally  inconsistent,  i.e.,  the  two 
approaches  should  necessarily  yield  the 
same  decision  if  the  same  set  of  facts 
were  assumed  in  each  case.  However,  the 
same  assumptions  are  not  made.  In  A-76, 
analysts  are  instructed  to  use  the  cost  of 
long-term  Government  borrowing  to 
compute  interest  charges  on  capital.  Cir¬ 
cular  A-94  specifies  the  computation  of 
present  cost  using  a  10  percent  discount 
rate.  'The  cost  of  Government  borrow¬ 
ing — about  7  percent  today — is  a  nomi¬ 
nal  rate,  while  the  10  percent  is  a  real 
rate  to  be  used  in  analyses  in  which  all 
costs  are  stated  in  terms  of  this  year’s 
prices.  Applying  the  A-94  procedure  to 
A-76  cost  comparisons  would  conform 
A-76  with  standard  practice  and  other 
OMB  circulars. 

When  conversion  costs  are  incurred, 
they  should  be  spread  over  more  than 
one  year.  An  appropriate  period  for  the 
activity  in  question  should  be  selected. 
In  DOD,  agencies  are  encouraged  to  con¬ 
tract  for  services  for  three  years;  thus 
it  is"  logical  to  spread  conversion  costs 
over  three  years  when  studying  a  labor- 
intensive  activity.  When  the  activity  is 
one  that  involves  a  significant  capital 
investment,  conversion  costs  should  be 
amortized  over  a  reasonable  period, 
which  should  be  comparable  for  both 
the  Government  and  commercial  cost 
figures.  A  major  goal  in  all  cost  com¬ 
parisons  is  to  maintain  consistency  in 
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treatment  of  costs  between  the  Govern¬ 
ment  and  contract  alternatives. 

4.  PROPOSED  ACTIONS  WITH  RESPECT  TO 
PERSONNEL  CONSIDERATIONS 

A.  major  area  of  concern  in  the  im¬ 
plementation  of  Circular  A-76  has  been 
its  impact  on  the  workers,  both  Govern¬ 
ment  and  private,  who  are  affected  by 
decisions  to  perform  a  specific  function 
in-house  or  by  contract.  One  of  the  ob¬ 
jectives  of  this  review  is  to  improve  the 
consistency  and  predictability  of  A-76 
decisions,  and  to  increase  stability  for 
all  affected  workers. 

4 A  Proposed  Action — Clarify  the  in¬ 
terrelationship  of  A-76  policy  and  policy 
r^arding  personnel  ceilings. 

Rationale. — The  restrictions  imposed 
by  personnel  ceilings  should  not  cause 
an  agency  to  contract  out  a  basic  gov¬ 
ernmental  function,  nor  should  a  ceiling 
be  the  basis  for  rejecting  the  option  of 
in-house  performance  when  that  method 
of  providing  a  product  or  service  is  jus¬ 
tified  under  Circular  A-76  as  more  ad¬ 
vantageous  to  the  Government.  Such  sit¬ 
uations,  however,  mav  su'rgesf  the  need 
for  a  personnel  ceiling  adjustment.  Ex¬ 
cept  where  there  are  statutory  provisions 
that  limit  authorized  positions  mav  be 
crease  in  authorized  positions  may  be 
requested  from  OMB  where  existing  re¬ 
sources  would  not  be  sufficient  for  a  new 
start,  and  in-house  performance  is  fully 
justified. 

Current  provisions  of  Circular  A-76 
state  that  the  Circular  will  not  • 
be  used  for  the  purpose  of  avoiding 
established  salary  or  personnel  limita¬ 
tions."  This  provision,  however,  has  not 
been  uniformly  interpreted,  and  the  ex¬ 
isting  confusion  as  to  the  interrelation¬ 
ship  of  A-76  policy  and  personnel  ceil¬ 
ings  has  interfered  with  consistent 
agency  compliance  with  A-76  pcriicy. 
More  precise  w'ording  in  the  Cir-'ular 
could  clarify  this  relationship  and  aid  in 
application  of  the  policy.  The  differing 
interpretations  also  have  served  as  basis 
for  vigorous  protests  and  legal  actions, 
resulting  in  delays  and  costly  litigation. 
In  many  instances  where  an  agency  that 
has  a  restrictive  personnel  ceiling  has 
implemented  Circular  A-76  by  contract¬ 
ing  for  a  function  previously  performed 
in-house,  critics  of  the  action  have  mis¬ 
takenly  assumed  that  the  contract  w'as 
awarded  for  the  purpose  of  avoiding  the 
personnel  ceiling.  Clarification  should 
prevent  such  misunderstandings. 

4B  Proposed  Action. — Specifically  pro¬ 
hibit  contracting  that  establishes  an 
employer-employee  relationship  betw'een 
the  Government  and  contractor  person¬ 
nel. 

Rationale. — It  is  important  that  Cir¬ 
cular  A-76  specifically  nrohihit  contract¬ 
ing  that  results  in  an  emnloyer-emoloyee 
relation.shio  betw'een  the  Gov'ernmcnt 
and  contractor  Personnel  Although  the 
Circular  refer':  indirectly  to  this  poten¬ 
tial  problem  there  should  he  no  am- 
biguitv  on  the  .siih«ect  TTie  existing  am- 
biouity  mav  explain  the  freouent  in- 
stan'*es  where  valid  coptrnf't;  arrange¬ 
ments  are  alleged  to  estahlish  illegal  em- 
plover-emf'lovee  relatiooshipq  Federal 
Personnel  Manual  Letters  300-8  and 


300-12  deal  with  this  matter.  Referenc¬ 
ing  these  documents  in  Circular  A-76 
will  be  helpful  to  the  uninitiated  and 
eliminate  any  chance  that  someone 
might  rely  on  the  general  language  of 
the  Circular  as  the  basis  for  creating  an 
invalid  employer-employee  relationship. 
The  Armed  Services  Procurement  Reg¬ 
ulation  (ASPR  22-102)  could  also  be 
referenced  since  it  specifically  prohibits 
“personal  services”  contracting. 

4C  Proposed  Action. — ^Provide  em¬ 
phasis  on  the  statutory  and  regulatory 
provisions  which  impose  emplojTnent 
preference  requirements  on  Government 
contractors  similar  to  those  required  un¬ 
der  Civil  Service  regulations. 

Rationale. — Circular  A-76  presently 
states  that  it  “will  not  be  used  to  justify 
departure  from  any  law  or  regulation, 
including  regulations  of  the  Civil  Service 
Commission  or  other  appropriate  au¬ 
thority  »  •  ♦  ”  Consequently,  there  is  no 
inherent  conflict  between  circular  A-76 
and  Civil  Service  personnel  policies 
which  have  their  basis  in  law.  Federal 
regulations,  executive  order,  etc. 

However,  veteran  groups  and  others 
have  criticized  the  A-76  policy  on  the 
basis  that  contracting  out  is  contrary  to 
Federal  programs  for  the  employment 
of  veterans,  minorities,  women,  the  dis¬ 
advantaged  and  handicapped.  Federal 
law's  and  procurement  regulations  im¬ 
pose  similar  employment  preference  re- 
ouirements  on  Government  contractors. 
These  contractual  provisions  may  result 
in  greater  employment  opportunities  for 
the  special  groups  since  they  require 
each  contractor  to  follow  EEO  pro¬ 
cedures  in  all  of  his  business,  not  just  on 
work  done  for  the  Government. 

Federal  procurement  regulations  im¬ 
plementing  the  various  socioeconomic 
policies  through  Government  contracts 
require  that  every  contract  above  a  min¬ 
imum  level  include  provisions  that  obli¬ 
gate  the  contractor  to  enforce  equal  em¬ 
ployment  opportunities  and  to  give  pref¬ 
erence  in  employment  to  veterans,  the 
disadvantaged  and  handicapped.  These 
requirements  should  be  identified  in  Cir¬ 
cular  A-76  so  that  the  affected  grouos 
may  be  a.ssured  that  the  Government’s 
policy  of  reliance  on  the  private  sector 
is  fully  consistent  with  those  policies 
w'hich  exoress  the  Nation’s  concern  for 
its  veterans,  minorities,  w'omen,  the  dis¬ 
advantaged  and  handicapped. 

4D  Proposed  Action. — Add  a  provision 
to  state  that  Government  policy  con¬ 
siders  military,  Government  civilian  em¬ 
ployees,  and  contractor  employees  to  be 
eoually  loyal,  conscientious,  and  indus¬ 
trious  in  accomplishing  Government 
workload. 

Rationale. — During  our  review,  many 
criticisms,  comments,  and  case  examples 
were  offered  to  demonstrate  that  either 
contract  or  in-house  performance  was 
c^perior  due  to  poor  work  quality  on 
the  other  side.  A  statement  on  this  mat¬ 
ter  would  establish  an  objective  Govern¬ 
ment  position,  while  lack  of  comment 
could  be  construed  as  aareement  with  the 
critinsnis  w'hich  have  been  directed  to¬ 
ward  Federal  or  contract  w-orkers.  A 
statement  a’nn?  the  fol’owring  lin^s  is 
proposed:  “Federal  Government  work 


may  be  accomplished  by  three  ap¬ 
proaches;  military  personnel,  in-service 
civilian  employees,  and  contract  services. 
Past  experience  indicates  that  all  three 
methods  of  perofrrnance  have  been  re- 
spon'^ive  and  dependable  in  accomplish¬ 
ing  sensitive  and  important  w'orkloads.” 

4E  Proposed  Action. — Place  greater 
emphasis  on;  preparation  of  contract 
work  statements,  including  comprehen¬ 
sive  performance  specifications:  screen¬ 
ing  and  selection  of  contractors  for 
award;  monitoring  contract  perform¬ 
ance;  and  use  of  penalties  (such  as  .sus¬ 
pension  and  debarment*  for  unsatisfac¬ 
tory  contract  performance. 

Rationale. — Current  procurement  reg¬ 
ulations  require  the  preparation  of  a 
comprehensive  w'ork  statement  for  solici¬ 
tation  of  bids  and  proposals,  and  a  pre¬ 
award  survey  of  selected  contractors  to 
assure  that  they  are  responsible  and 
their  bids  are  responsive.  Regulations 
al-so  call  for  monitoring  the  contractor’s 
performance  to  assure  that  it  complies 
with  the  requirements  of  the  contract. 
Cases  w’here  the  contractor  fails  to  per¬ 
form  properly  can  generally  be  attrib¬ 
uted  to  failure  in  the  procurement  proc¬ 
ess!  Accomplishment  of  the  primary  mis¬ 
sion  of  OFPP — to  make  Government  pro¬ 
curement  more  effective,  economical,  and 
efficient — will  reduce  the  incidence  of 
contract  failure. 

Criticism  which  has  been  directed  to- 
w'ard  Circular  A-76  poliev  on  the  basis 
that  contract  performance  is  sometimes 
unsatisfactory,  places  added  importance 
on  effective  procurement  procedures  and 
techniques.  A  comprehensive  work  state¬ 
ment.  with  detail^  specifications,  is  es- 
.sential  to  inform  the  contractor  on  what 
is  expected  and  to  provide  a  basts  for 
evaluating  contract  performance.  Effec¬ 
tive  .source  selection  procedures,  using 
pre-aw'ard  surveys  and  bid  and  perform¬ 
ance  bonds  w’hen  appropriate,  can  screen 
out  questionable  bidders  and  enhance 
the  probability  of  succe.ssful  perform¬ 
ance.  Proper  contract  administration 
and  monitoring  procedures,  with  prompt 
communication  to  the  contractor  when 
deficiencies  are  noted,  can  be  very  help¬ 
ful  in  maintaining  a  satisfactory  level 
of  performance,  The  Armed  Services 
Procurement  Regulations  and  Federal 
Procurement  Regulations  prescribed 
various  penalties  that  can  be  imposed  on 
contractors  w'ho  fail  to  perform  satisfac¬ 
torily,  ranging  from  suspension  of  pay¬ 
ments  and  termination  for  default  to 
debarment  from  award  of  Government 
contracts.  Judicious  use  of  these  penal¬ 
ties  when  appropriate  can  be  useful  in 
motivating  a  satisfactory  level  of  con¬ 
tract  performance. 

Of  equal  concern  in  maintaining  the 
desired  equity  in  comparLsons  betw'eeri 
in-house  and  contract  performance, 
agencies  must  assure  that  the  same  work 
statement  and  performance  specifica¬ 
tions  are  applied  to  the  Government  ac- 
tivitv  when  approved  under  the  policv. 
Industry  has  frequently  expre.ssed  con¬ 
cern  that  there  are  no  procedures  to  en¬ 
sure  that  a  Grovemment  activity  is  held 
to  the  same  performance  that  would 
have  been  required  of  a  contractor,  or  to 
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compare  actual  Government  costs  with 
the  estimates  made  for  the  comparison 
with  commercial  sources.  To  ensure  com¬ 
parability  and  equity,  agencies  should 
monitor  cost  and  performance  of  Gov¬ 
ernment  activities  approved  under  Cir¬ 
cular  A-76  against  the  assumptions  and 
estimates  which  supported  the  decision. 

4F  Proposed  Action. — Give  qualified 
Federal  employees.  adve’'sely  affected  by 
the  contracting  of  a  service  function,  a 
right  of  first  refusal  for  available  con¬ 
tract  vacancies. 

Rationale — While  varioas  benefits  ac¬ 
crue  to  employees  subject  to  reduction 
in  force  as  a  result  of  d.Lsplacement 
caused  by  contract  conversion,  placement 
of  all  displaced  employees  in  other  Fed¬ 
eral  jobs  is  not  alwavs  possible.  W'hen  a 
contractor  needs  additional  emoloyees 
as  a  result  of  a  contract  conversion  ac¬ 
tion,  qualified  displaced  Federal  em¬ 
ployees  should  be  giv^n  the  onportunity 
to  work  for  the  contractor.  Every  invi¬ 
tation  to  bid.  where  a  conversion  is  in¬ 
volved.  might  contain  a  provision  reouir- 
ing  the  bidder  to  make  a  commitment 
that  qualified,  displaced  Government  em¬ 
ployees  be  given  a  right  of  refusal  of 
available  contract  vacancies  before  other 
personnel  are  hired.  The  legality  of  this 
proposed  action  must  be  established  be¬ 
fore  it  can  be  incorporated  into  the  Cir¬ 
cular. 

5.  PROPOSED  ACTIONS  WITH  RESPECT  TO 
REVIEW  AND  APPEALS 

Circular  A-76  prescribes  general 
guidelines  for  the  frequency  of  reviews 
for  commercial  and  industrial  activities, 
but  agency  practice  seems  to  be  un¬ 
planned  and  unpredictable.  Advance 
planning,  public  announcement,  and 
maximum  visibility  for  the  process 
should  improve  implementation  and  re¬ 
duce  controversy.  An  objective  and 
responsive  appeal  procedure  is  needed  to 
assure  “due  process’’  for  all  interested 
parties. 

5A  Proposed  Action. — Require  agencies 
to  maintain  central  points  of  contact  for 
OMB  Circular  A-76  implementation,  with 
access  to  all  inventories  and  justifica¬ 
tions  for  commercial  and  industrial  ac¬ 
tivities.  to  respond  to  requests  for  these 
documents  from  any  interested  parties. 

Rational — A  pervasive  complaint  from 
all  parties  concerned  with  Circular  A-76 
has  been  the  lack  of  available  data  on 
agency  implementation.  Although  copies 
of  agency  inventories  of  commercial  and 
industrial  activities,  and  the  justifica¬ 
tion  for  those  that  have  been  reviewed 
and  approved  for  continuation,  have  gen¬ 
erally  been  provided  to  interested  par¬ 
ties  when  available,  there  have  been 
delays  and  unfilled  requests.  While  this 
information  should  generally  be  avail¬ 
able  under  the  Freedom  of  Information 
Act  (FOIA)  procedures,  the  complete¬ 
ness  and  timeliness  of  responses  to  FOIA 
requests  would  be  facilitated  by  estab¬ 
lishing  the  central  noints  of  contact. 

A  major  factor  in  agency  reluctance 
to  provide  A-76  information  in  many 
cases  has  been  the  fact  that  it  was  non¬ 
existent  or  recognized  to  be  inadequate. 
In  other  cases,  it  was  located  at  some 


decentralized  point  and  not  readily  avail¬ 
able.  Effective  implementation  of  Cir¬ 
cular  A-76  requires  that  administration 
be  centralized  at  one  point  (or  several 
in  larger  agencies) ,  clearly  identified  as 
the  proper  agency  contact  for  A-76  in¬ 
quiries.  with  access  to  all  pertinent  data. 
Once  a  proper  program  is  established, 
with  all  commercial  and  industrial  ac¬ 
tivities  inventoried  and  reviewed,  re¬ 
sponding  to  these  requests  should  be  a 
simple  matter  of  duplicating  the  per¬ 
tinent  records. 

This  visibility  inherent  in  the  new  pro¬ 
cedure  is  essential  for  equitable  imple¬ 
mentation  of  the  policy,  and  is  consistent 
with  the  Administration  emphasis  on 
openness  in  Government.  The  citizens 
have  a  right  to  know  how  their  Govern¬ 
ment  is  being  run  and  how  their  taxes 
are  being  spent. 

5B  Proposed  Action. — Require  each 
agency  to  develop  and  announce  a  de¬ 
tailed  plan  to  review  each  commercial 
and  industrial  activity  within  a  reason¬ 
able  time  period,  not  to  exceed  three 
years,  and  on  the  same  cycle  thereafter. 

Rationale. — Agencies  generally  have 
conducted  their  reviews  of  Government 
commercial  and  industrial  activities  with 
minimum  advance  publicity.  When  con¬ 
tinued  in-house  performance  is  found 
to  be  justified,  the  requirements  of  the 
Circular  are  then  satisfied  without 
alarming  Federal  workers,  or  giving  rise 
to  false  hopes  on  the  part  of  interested 
contractors.  There  has  been  criticism, 
however,  .that  review  of  Government 
commercial  and  industrial  activities  are 
frequently  unexpected,  and  in  some  cases 
have  resulted  in  conversion  to  contract 
performance  with  minimal  notice  to  af¬ 
fected  employees.  Also,  reviews  that 
have  justified  continuation  of  in-house 
activities  have  been  completed  without 
the  knowledge  of  potential  private  sup¬ 
pliers  of  the  needed  product  or  service. 

Tlie  firm  bid  procedure  for  cost  com¬ 
parison,  as  developed  and  conducted  by 
the  Air  Force,  has  minimized  employee 
discontent  through  advance  planning 
and  manpower  coordination.  The  Air 
Force  has  a  centrally  administered  pro¬ 
gram  with  the  functional  areas  to  be  re¬ 
viewed  each  year  planned  for  several 
years  in  advance.  Before  a  study  is  ini¬ 
tiated,  representatives  of  potentially 
affected  employees  are  informed,  and  co¬ 
ordination  with  the  local  personnel  office 
is  established  to  minimize  impact  on 
individual  workers.  The  study  is  an¬ 
nounced  to  potential  contractors  by  an 
invitation  to  bid  published  in  the  “Com¬ 
merce  Business  Daily.” 

All  commercial  and  industrial  activi¬ 
ties  must  be  included  in  the  review  sched¬ 
ule;  advance  announcement  to  the  pub¬ 
lic,  affected  employees  and  their  repre- 
.sentatives  is  required  unless  such  an¬ 
nouncement  would  be  inconsistent  with 
national  security  considerations. 

Adyance  public  announcement  of  all 
reviews  scheduled  under  Circular  A-76 
would  provide  much  more  visibility  to  the 
process,  and  promote  better  understand¬ 
ing  by  all  concerned  parties  of  decisions 
to  continue  some  activities  and  to  con¬ 
vert  others.  It  would  also  provide  suitable 


warning  to  potentially  affected  employees 
and  private  contractors,  and  afford  them 
the  opportunity  to  ensure  that  their 
interests  are  considered.  This  advance 
notice  vdll  impart  predictability  and 
stability  to  the  implementation  of  the 
Circular  and  promote  equity  to  all  par¬ 
ties. 

5C  Proposed  Action. — Require  each 
agency  to  develop  a  plan  to  review  con¬ 
tracts  for  continuing  functions  (of  a  type 
that  is  commonly  performed  by  a  Gov¬ 
ernment  activity)  within  a  reasonable 
period  of  time,  not  to  exceed  three  years, 
and  conduct  a  comprehensive  cost  anal¬ 
ysis  when  there  is  reason  to  believe  that 
in-house  performance  would  be  less 
costly. 

Rationale — It  has  been  advocated  that 
commercial  and  industrial  functions 
which  are  performed  for  the  Government 
in  the  private  sector  should  be  review'ed, 
in  the  same  manner  as  Government  ac¬ 
tivities,  for  possible  replacement  by  a 
Government  “new  start.”  This  recom¬ 
mendation  stems  from  situations  w'here 
the  initial  contract  price  has  increased 
significantly  after  the  Government  ac¬ 
tivity  was  terminated.  These  cases  raise 
legitimate  concerns  as  to  whether  a  cur¬ 
rent  cost  comparison  of  contract  and 
in-house  performance  would  continue  to 
support  contracting  out.  For  this  reason 
agencies  should  schedule  reviews,  on  a 
three  vear  cycle,  of  those  contracts  which 
provide  a  product  or  service  commonly 
furnished  by  a  Government  activity. 

In  developing  these  schedules,  it  is 
important  to  limit  the  reviews  to  con¬ 
tracts  where  there  has  been  in-house 
experience  or  some  likelihood  of  an 
economic  advantage  for  in-house  per¬ 
formance.  A  comprehensive  cost  analysis, 
as  prescribed  by  Circular  A-76,  is  an 
expensive  and  time-consuming  proce¬ 
dure  to  be  undertaken  where  circum¬ 
stances  point  to  strong  possibilities  of 
a  more  economical  performance  by 
Government  personnel.  Obviouslv  the 
burdens  associated  with  this  undertaking 
would  preclude  making  a  cost  compari¬ 
son  studv  of  all  contracts  on  a  three  year 
cycle  basis  since  this  would  involve  hun¬ 
dreds  of  thousands  of  cost  studies  for 
products  and  services  for  which  there  is 
no  history  of  Government  performance. 
That  consideration  would  also  preclude 
cost  comparison  studies  of  those  situa¬ 
tions  where  agency  experience  and  prior 
studies  have  consistentlv  shown  a  cost 
advantage  in  the  private  sector,  and 
where  there  is  a  competitive  market  to 
assure  reasonable  prices. 

Agency  reviews,  however,  should  focus 
on  contract  circumstances  that  raise  a 
reasonable  question  of  cost  advantage. 
Where  justified,  a  full  cost  comparison 
study  should  be  made  to  determine 
whether  an  in-house  activity  should  be 
established  as  more  advantageous  to  the 
Government. 

5D  Proposed  Action. — Require  each 
agency  to  establish  an  A-76  appeal 
mechanism  to  provide  prompt  and  ob¬ 
jective  consideration  of  appeals  from 
A-76  decisions.  - 

Rationale. — Essential  to  any  stable  and 
predictable  system  is  due  process  for 
appeals.  Federal  employee  unions  and 
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industry  groups  have  long  contended 
that  many  agency  determinations  under 
Circular  A-76  are  arbitrary  and  incon¬ 
sistent  with  the  policy  and  specific  re¬ 
quirements  of  the  Circular.  Unions  con¬ 
tend  that  decisions  to  contract  out  are 
based  on  false  projections  of  cost  sav¬ 
ings  and  the  pressure  of  personnel  ceil¬ 
ings.  Industry  feels  most  decisions  to 
start  or  continue  Government  commer¬ 
cial  and  industrial  activities  are  moti¬ 
vated  by  “empire  building”  and  desire 
to  avoid  conflict  with  Federal  employee 
unions. 

It  must  be  recognized  that  virtually 
every  review  of  a  commercial  industrial 
activity,  and  every  “new  start”  proposal 
may  be  disputed  by  either  Federal  em¬ 
ployee  or  industry  interests,  who  will 
sincerely  believe  that  their  position  in 
every  case  represent  the  national  in¬ 
terest.  In  the  past  two  years,  agencies 
conducted  an  estimated  4.385  reviews — 


approximately  2  980  result  in  noncost 
justifications  to  continue  Government 
commercial  industrial  activities,  736 
supported  continuation  on  a  cost  basis, 
and  669  resulted  in  conversion  to  con¬ 
tract  as  more  cost  effective.  137  “new 
starts”  were  approved  and  44  were  dis¬ 
approved.  Most  conversions  to  contract 
have  been  strongly  protested,  but  are 
usually  upheld  by  agency  management. 
Some  in-house  justifications  have  been 
challenged  by  industry  and  reaffirmed 
by  agency  management. 

Establishing  an  appellate  procedure  to 
act  on  appeals  from  A-76  decisions  will 
require  additional  resources — manpower 
and  money — and  introduce  a  time  delay 
in  the  implementation  of  any  decision 
that  involves  a  change  in  the  status  quo. 
This  disadvantage  must  be  weighed 
against  the  importance  of  protecting  the 
rights  of  concerned  parties  and  achiev¬ 


ing  the  desired  equity  in  the  system.  We 
have  concluded  that  it  is  essential  that 
each  agency  establish  an  objective  and 
unbiased  appeals  procedure  to  provide 
“due  process”  for  all  concerned  parties. 
Even  though  such  objectivity  will  require 
an  independent  review  process,  it  is  rea¬ 
sonable  to  assume  that  each  agency  will 
be  able  to  constitute  an  appellate  au¬ 
thority  within  the  agehev  which  will  be 
perceived  by  the  dissenting  party  to  be 
objective. 

It  is  recognized  that  processing  appeals 
will  create  a  substantial  burden  for  the 
agencies,  but  the  resultant  workload 
could  be  limited  by  such  provisions  as; 
Establishing  limitations  on  the  grounds 
for  appeal,  prescribing  qualifications  for 
a  party’s  standing  to  appeal,  and  sus¬ 
pending  a  party’s  standing  to  appeal  for 
some  time  period  following  an  unsuccess¬ 
ful  appeal. 
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